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H&R Block

H&R Block helps millions of clients benefit from all of the deductions and credits

available to them and build a better financial future.

We're the leader in tax services — the only major company that offers a full
range of software, online and retail office tax solutions, combined with basic
financial advice that is customized for each client. We also offer mortgage and
investment services that enable clients to put our advice into action, as well as

business advice and business services under the RSM McGladrey brand.

Our long-term mission is to help clients achieve their financial objectives by
serving as their tax and financial partner. Our clients’ stories illustrate the

progress we're making.



SELECTED FINANCIAL HIGHLIGHTS

Amounts in thousands, except per share amounts and number of shareholders

April 30 I 2003 zooz_L
FOR THE YEAR: ]
Total revenues $ 3,779,767 $ 3,317,736
Net earnings from continuing operations $ 580,064 $ 434,405
Net income $ 580,064 $ 434,405
AT YEAR END: |
Total assets \ $ 4,603,905 $ 4,230,791
Long-term debt $ 822,302 $ 868,387
Stockholders’ equity $ 1,663,709 $ 1,369,420
Shares outstanding \ 179,601 181,126
Number of shareholders l 30,716 31,094
MEASUREMENTS: .
Per basic share of common stock:

Net earnings from continuing operations $ 3.23 $ 2.38

Net earnings $ 3.23 $ 2.38
Per diluted share of common stock:

Net earnings from continuing operations $ 3.15 $ 2.3

Net earnings $ 3.15 $ 2.31
Other per share data:

Cash dividends declared $ 0.70 $ 0.63

Net book vatue $ 9.26 $ 7.56
Return on total revenues 15.3% 13.1%
Return on stockholders’ equity 45.2% 41.1%
Return on average assets- 14.0% 9.9%
Working capital ratio 1.45 1.19
Debt to total capital ratio 34.5% 40.4%
Total equity to total assets .36 32
Dividend yield ' 1.8% 1.6%
Dividend payout ratio ‘ 21.7% 26.6%

2001 2oool 1999

$ 2,981,337 $ 2,425,685 $ 1,619,577
$ 276,748 $ 251,895 $ 237,795
$ 281,162 $ 251,895 $ 215,366
$ 4,113,705 $ 5,700,146 $ 1,903,923
$ 870,974 $ 872,396 $ 249,725
$ 1,173,741 $ 1,218,589 $ 1,061,987
183,608 196,070 195,258
31,523 33,557 34,624

$ 1.50 $ 1.28 $ 1.19

$ 1.53 $ 1.28 $ 1.08

$ 1.49 $1.27 $ 1.18

$ 1.52 $ 1.27 $ 1.07

$ 0.59 $ 0.54 $ 0.48

$ 6.39 $ 6.22 $ 5.44
9.3% 10.4% 14.7%
29.7% 25.1% 22.0%
5.3% 7.0% 9.0%

1.14 1.10 1.97
44.0% 50.1% 23.2%

29 21 56

2.1% 2.6% 2.0%
38.5% 41.9% 44.1%




Mark A. Ernst, H&R Block chairman, president
and chief executive officer, meets in his office
with a group of district managers, including

Carlos Perozo from Washington D.C.

dearshareholder

By traditional measures of performance,
H&R Block delivered strong results in
2003 — another year of record revenues and
net income, in which we met our growth
objectives for revenue, earnings per share and

return on equity.

Revenues grew 13.9 percent to $3.8 billion.
Earnings increased 33.5 percent to $580.1
million. Earnings per diluted share grew 36.4
percent to $3.15. We managed our capital levels
prudently, allowing us to post return on equity
of 45.2 percent while strengthening our capital
position. We returned significant value to
shareholders by repurchasing 6.6 million shares
for $316.6 million. And the company declared
its 164th consecutive quarterly dividend,
returning $125.9 million to shareholders in

dividend payments in 2003.

These numbers describe a company that

performed very well in a challenging economic

environment. Our results show the strength
of our strategy and the resilience of our mix of
businesses in a weak economy, as well as the
depth of commitment our associates have to

client service.

However, we are not satisfled with these
results. The financial performance of our
mortgage business was outstanding, but
several other business units had results
that were disappointing. We have substantial
opportunity for future growth through
improved execution within our existing mix of
businesses. And that execution is crucial to
achieving our ultimate goal — fo serve as our

clients’ tax and financial partner.
U.S. Tax Services
We saw progress against several of our

longer-term strategic objectives in the U.S.

tax business last year. We made important

advances in implementing our plans to offer

consumers a fuller range of products and
services — online, software and retail office
solutions — under the H&R Block brand. We
are uniquely positioned as the only national
tax services company that can blend together
e-solutions and in-office solutions to meet

clients’ needs.

Our e-solutions are introducing the H&R Block
brand to a new generation of consumers
who previously have not used our products
and services, enabling us to broaden the
appeal of a brand that is already one of the

strongest in American business.

Our products and services are attracting
a broader range of consumers, including
higher-fee clients with more complex tax
situations. This success is reflected in the 8.2
percent increase in average fee per tax return
to $119.40 in 2003.



Jeffery W, Yabuki, executive vice president anc

chief operating officer, speaks with a group o
district managers, including Lena Baca from

Dallas, at a skill building seminar.

And clients are seeing more value in their
relationship with us because of the progress
we have made in our efforts to serve as their
tax and financial partner. Clients reported
increased satisfaction with the value received
for the price they paid, which indicates that
the basic — but customized — financial
advice we include with our tax services is
strengthening our market position. Clients

appreciate suggestions that can help them

or didn’t see the value of our professional tax

assistance this year.

Our long-term challenges are to continuously
find ways to add value to the client experience,
build on the competitive advantages that
differentiate us from our competitors, and
effectively communicate how we can help
clients in ways that our competitors can’t.

The softness in the economy exacerbated

Consolidated Revenues

achieve financial objectives such as buying these challenges in 2003. But despite the $3,780

a home, saving for retirement, or simply getting economic environment, H&R Block served $3.318 1

every tax advantage available to them today. nearly 18.7 million clients in the United $2,981 i
States last year, thanks to the strength of our $2,426

However, we were disappointed by a 3.7 multi-channel strategy and the rapid growth i

percent decline in clients served by our retail in software and online clients. $1,620

office business, which was adversely affected by

the weak economic environment. Many of the For the year, pretax income grew 2.6 percent

lower- and middle-income taxpayers who are to $547 million. U.S. tax revenues increased

at the heart of our traditional client base were 1.6 percent to $1.9 billion. These financial

unemployed or worked fewer hours and had results were notably reduced by a $41.7 million % % % % %

lower income. They either didn’t file a return

charge that we recorded in the second quarter

Rounded to millions




Steve Hoback loves the convenience of filing his
tax return with an online solution from
H&R Block. “I really enjoy doing my taxes this
way. It's extremely easy. You can stop at any
time and then come back to it. If you run into
problems, solutions are available,” he says. An
online client for four years, the Columbia, South
Carolina resident speaks highly of H&R Block’s
client support. “They addressed my concerns
promptly and professionally,” he says. “It was
really impressive. That's why V'll be a customer

for life.”




for the settlement of a seven-year-old class
action lawsuit related to refund anticipation
loans (RAL) in Texas. We don’t believe that
this settlement will determine how remaining

RAL cases will ultimately be resolved.

We plan to continue our RAL business.
Helping our clients to receive their tax
refunds or refund loans more quickly remains
an important element of what many clients
want from H&R Block.

Mortgage Services

Our mortgage businesses — operated under
the Option One and H&R Block Mortgage
names — delivered outstanding financial
results in 2003. Pretax income grew 104.5

percent to $694 million.

Total revenues increased 63.3 percent to $1.2

billion. Total mortgage origination volume

increased 44.7 percent to $16.6 billion. Loan

servicing revenues increased 14.4 percent to
$168.4 million.

Option One’s income included a $130.9 million
gain on the sale of net interest margin
residuals. This transaction not only allowed
us to improve our balance sheet, but also
demonstrated the value of these assets. We
continue to approach the mortgage business
with the intent to optimize cash flows and

minimize risk retained on our balance sheet.

Our strategy to serve clients as their tax and
financial partner is one factor that contributed
to the unit’s growth in 2003. Nearly half of our
retail mortgage loans — 48.7 percent — were to
H&R Block tax clients. Retail loan originations
increased 46.2 percent to $2.9 billion.

Option One’s exceptional financial performance

was the result of effective management and

An MBA candidate at New York University
Tom van Qosterom, left, worked during the da
in the computer industry and attended schoo
at night. Then he lost his job. Wilma Hayes
right, tax professional and financial advisor
prepared Tom's tax returns and developed
plan to fund his education. “It was a difficul
time, and Wilma was able to help me make som:
important decisions,” Tom says. “She provider
me with peace of mind, both with Uncle San
and with the funding of my education. Th
trust, the relationship and the approach tha

she represented have been tremendous.”

careful planning, although low interest rate
were a contributing factor. In 2003, Option On
increased the number of sales associates an
loan officers 23.2 percent. This increas
helped drive a 24.4 percent increase in th

number of loan applications.

We were able to improve our closing ratio t
53.5 percent. And an increased average loa;
size contributed to a 44.7 percent rise in loas
origination volume and a 43.2 percent rise i1

gains on loan sales.

We believe strong performance in thi
segment will continue with minimal risk
Our originations remain very healthy. We ar
beginning to benefit from the economi
advantages of the mortgage business’ link t
the H&R Block tax client-base. And w
believe that the minimal risk we hav
retained on our balance sheet is appropriatel

— yet conservatively — valued.



Philadelphia-based Michel’s Bakery bakes more than 100 products for nationwide distribution, from
brownies to pound cakes. Owner Jon Liss needed a system that could produce accurate and timely
production reports on everything from the amount of ingredients used to the number of cakes
produced per hour. He consulted with RSM McGladrey associates Jim McGrane and Eric Proie, who
identified and documented every step in the bakery process. The RSM McGladrey study “made all the

difference in the world. It helps us keep our quality high and has improved efficiency. The system’s

Business Services

Business Services serves mid-sized companies
and their owners under the RSM McGladrey
brand. Our strategy for this segment is to
expand and deepen client relationships that
are primarily based on tax and accounting
services. We now have the resources in place
to offer clients a wider range of services,
including retirement plan services, business
consulting, payroll, business valuation and
capital markets support. We are building a
unique business, designed to serve our
middle market clients unlike any other

professional services firm.

During 2003, Business Services revenues
increased 4.1 percent to $434.1 million. The
increase was driven by growth in our core

accounting and tax services and the addition

simple design makes it easy to transfer to all of our production lines,” Jon says.

a key challenge to this segment, along with
the need to effectively integrate the new

range of services that we offer to clients.

Business Services experienced a pretax loss of
$14.1 million, compared to pretax income of
$22.7 million in the previous year. This loss
was partially the result of a non-cash charge of
$11.8 million related to our integrated payroll
and benefits processing business acquired in
December 2001. Our valuation and capital
markets business also recorded losses due
to the challenges of adding resources in
response to the rapid growth that we have

been experiencing in this business.

We've restructured these business units
to manage their resources more effectively.
This year we will focus on energetically

executing our strategy. We do not plan

Consolidated Net Earnings
from continuing operations

$276.7

$237.852519

$434.4

$580.1

200V [————————"

L=l o o

. . . . . . ey . N f=] (=]

of valuation and ecapital markets services. any significant acquisitions or substantial > & S
The cautious business environment remains investments in this segment this year. In millions

2003 L



Investment Services

Investment Services, primarily operating as
H&R Block Financial Advisors Inc. (HRBFA),
reported disappointing financial results for
the third consecutive year. The weak economy,
low investor confidence and declining stock
market valuations continued to depress retail
trading activity, commission revenue, net
interest margin revenue and revenue based
on assets. In 2003, the business unit reported
a $128.3 million loss, which included non-cash
charges of $24 million in goodwill impairment
and $29.3 million in amortization of
intangibles. Revenues, net of interest expense,
declined 16.9 percent to $196 million.

Despite the difficult environment, HRBFA
made progress in several areas that position
us well for the future. We have worked to
transform the traditional, transaction-based

equity orientation of the business into an

advice-based, client-centered consultative

resource that is consistent with the company’s
strategy to become our clients’ tax and financial
partner. During the year, we added more than
250 experienced financial advisors. We also
upgraded the technology supporting our
advisors and restructured and improved our

investment research and support group.

Even as we have made these improvements,
we still need to better integrate HRBFA with
the opportunity to serve more H&R Block tax
clients. We are implementing new plans to
build stronger relationships between financial
advisors and tax professionals. This integration
will take time, but we are committed to making
meaningful progress in the year ahead. We
know that when we execute our strategy well,
clients value the expanded relationship that
they can have with H&R Block. Our challenge
is to make that expanded relationship equally

valuable for our shareholders.

Frank J. Cotroneo, left, H&R Block senior vice
president and chief financial officer, discusses a
project with Terry Dunn, president and chief
executive officer of J.E. Dunn Construction, the
largest commercial contractor in Kansas City,
Missouri and a member of the J.E. Dunn Group,
which includes five construction companies
in 15 offices across the country. J.E. Dunn is
currently constructing a building that will
become home to RSM McGladrey's Kansas City
office and has been awarded a contract to work
on H&R Block’s planned World Headquarters

expansion project.

Consolidated Net Earnings

per diluted share from
continuing operations

$3.15
$2.31
$1.49

$1.18 $1.27 H
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Mark Mahfoud, right, president of Pacific Coast Funding Inc., discusses the mortgage business with
Bob Dubrish, far right, president and chief executive officer of Option One Mortgage Corp.
Predictability is one of Option One’s competitive advantages, in Mark’s opinion. Other underwriters are
not always so clear about their guidelines and requirements, he says. “It's a lot easier to work with
Option One, and a lot quicker. Plus, they're great to communicate with. If you have a question, from
top to bottom, they'll respond very quickly.” Pacific Coast Funding, based in lrvine, California, began
brokering Option One loans five years ago. Now it is originating its own nonprime paper and selling it

back to Option One, which works to build broad client relationships.

Anthony Kellum, left, president of Keltum
Mortgage Financial Services Inc., considers
Option One his trusted partner in providing
mortgages to new homeowners in the Detroit
area. “It's a relief for me to be able to offer
Option One’s product because { know the
company has integrity and character. 1 also
know we can get our clients gualified and get
the loan completed. Option One's customer
service is just phenomenal. It's truly a pleasure
to work with them,” Anthony says. Last year,
Anthony invited Option One to strengthen its
relationship with the community by sponsoring
a Habitat for Humanity home in Detroit.
Option One agreed. “They've shown wonderful

corporate leadership. | take my hat off to them.”



Mary Yarak, near right, a graphics designer in
Melbourne, Australia, depends on H&R Block
tax professional Dimwa Derbas, far right. With
Dimwa's help, Mary has been able to deduct the
cost of continuing education courses she’s taken
in graphic design. The result: a tax refund in
each of the last four years. “Dimwa’s fantastic,”
says Mary. “She’s very thorough. H&R Block is
fantastic. The service is brilliant. What more can

| say?"”

International Tax Services

Our international tax operations — which
include Canada, Australia and the United
Kingdom — generated full-year revenues of
$85.1 million, an 8.1 percent increase over
last year. The improvement is the result of
favorable exchange rates and a strong tax
season in Australia, offset by a weaker than

expected tax season in Canada.

Pretax income improved by $3.4 million, or 47.5
percent, to $10.5 million. The international
tax businesses continue to represent a good
opportunity for us, though our growth plans

need significant work in the year ahead.

The Promise of the H&R Block Brand

H&R Block has one-to-one relationships with
millions of clients who greatly value our tax

services and trust us to be their tax partner.

Today, only relatively few of our clients also

view H&R Block as a financial partner that
can help them build a better financial future.
Our long-range challenge is to deepen our
relationship with clients in order to achieve
the full potential of the opportunity that our

strategy and mix of businesses offer.

We don’t underestimate the complexity of this
challenge. The strength of the H&R Block
brand and our leadership in the tax market
were built in the course of many years of
determined effort. To implement our mission
will require all of our associates to become
engaged in a cultural evolution that will
change their roles and responsibilities and

expand the scope of our client relationships.

In this environment, it is critical that we
clearly define the company’s values, which
are fundamental to the promise of the
H&R Block brand:

Return on Equity

45.2%
41.1%
29.7%
25.1% F

22.0% H
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After retiring from the Long Island Railroad in 1981, Bay Shore, New York resident Barney Chiarello,

right, began investing in the stock market to supplement his modest pension income. Several years

ago, he opened an account with H&R Block Financial Advisors Inc. David Morton, of the Summit, New

Jersey office, suggested that Barney reduce his risk by investing a portion of his equity in conservative,

interest-bearing mutual funds. David encouraged him to open a wealth management account, which

allows Barney to trade commission-free and get his taxes prepared annually for a fixed quarterly fee.

Beyond saving “a ton of money” on commissions, Barney says he’s benefited greatly from David’s

advice. "Dave’s been very helpful in advising me,” Barney says. “He's really helped me become a much

better investor.”

o Client Focus. We are passionate about
helping clients. Their success is a key
measure of our success.

o Excellence. We take pride in doing our best
in everything we do. We embrace change to
learn and grow.

o integrity. We are honest and ethical in
everything we do.

o Respect. We treat each other with respect
and dignity, recognizing that innovation
springs from unique perspectives.

o Teamwork. Everyone’s collaboration and
full participation make us stronger and

allow us to serve clients better.

These values define who we are, what we
stand for as a company, and what the
H&R Block brand means. They help us build
upon the trust that H&R Block established
with clients as we grew to become the world’s
leading tax services company and one of the

strongest brands in American business.

These values are also reflected in our
approach to corporate governance. We are
committed to doing what is right for the
shareholder. In 2003, we adopted corporate
governance guidelines, reviewed and revised
the charters of our board committees, and
appointed Louis W. Smith presiding director
and chairman of the board’s executive
committee. The new position of presiding
director has responsibility for leading executive
sessions of the board without management
representatives present. These executive
sessions are intended to foster better
communication among non-management
directors. Except for the chairman of the
board, all board members are outside directors,
and all of the board’s committees are chaired

by outside directors.

We take a long-term view of the business,
even as we concentrate on short-term

financial goals. While we take pride in our

accomplishments so far, we recognize that we

have achieved only a small fraction of the

company’s full potential.

I'm proud of what the company and its
associates accomplished last year, but we are
determined to improve our performance this
year. Our shortcomings in 2003 point to areas
where we can do better. We intend to make
2004 a year in which the company delivers
even greater value to clients, associates

and shareholders.

e

Mark A. Ernst
Chairman, President and Chief Executive Officer



taxso. utions

H&R Block helps clients build a better
financial future with a combination of tax
services and basic financial advice that isn’t
available to most Americans from any other
source. Along with our tax services, we
include suggestions to help clients prepare for
retirement, save for a college education or

achieve other financial goals.

H&R Block tax professionals routinely inform
clients about the tax advantages of saving for
retirement by opening an IRA account. In
2003, we helped 126,000 clients open IRAs.
And thanks to the Saver’s Credit, we were
able to help some clients save for retirement
and still get a larger tax refund than they
would have received if they had not invested

for the future.

When clients want greater insight into their
financial situation, their H&R Block tax

professional can refer them to a financial

advisor at H&R Block Financial Advisors Inc.,
which offers a variety of financial products
and services that enable clients to put our
financial advice into action. Clients who want
information about mortgage alternatives are
able to get answers to their questions from a
loan specialist at H&R Block Mortgage,

which offers a wide range of loan products.

Working with tax clients as their financial
partner increases our value to them. They
appreciate the opportunity to consider some
financial alternatives at tax time, when all of
their relevant financial information is at
hand. Then we make it easy for them to take
action on our suggestions. Our most loyal tax
clients are those who have a financial

relationship with us.

In 2003, H&R Block served 16.5 million
clients in one-to-one relationships with a tax

professional at one of 9,300 retail offices in

Department of Defense computer enginee
Robert Gulledge, above left, wasn't sure hov
he’d get his taxes done after he shipped out 1«
Qatar in January 2003 on an assignment tc
provide network support for the U.S. Army
However, at home in Ozark, Alabama, his wife
Roseanna, above far left, discovered the online
tax preparation services available a
www.hrblock.com, which enabled them tc
work on their tax return together over :
two-week period — despite a separation o
thousands of miles. “Online tax preparation i
going to be very valuable for a lot of people ir

our mobile society,” Bob says.

H&R Block's Employer Solutions progran
enables Hallmark Cards, the Kansas City-basec
greeting card giant, to offer employees specia
pricing on H&R Block’s tax solutions. “We've
found Employer Solutions to be a great benefi
for our employees,” says Darrell Dryer, abou
right, employee relations director for Hallmark
"H&R Block is the only company that has ¢
nationwide network of tax offices, as well a
software and online products.” Since 2001
53 companies with 3.6 million employees have

joined H&R Block’s Employer Solutions program



Annette Lozano, right, of Whittier, California, was intrigued by a television advertisement for
H&R Block's Double Check Challenge. A friend recommended that she see Gretchen Van Buren, an
H&R Block tax professional in Los Angeles. The previous year, Annette had prepared her own return
and paid almost $400 in taxes. However, Gretchen observed that Annette had neglected to take an
education deduction for her dental hygienist coursework. By amending her return, Annette would be
entitled to a $1,000 refund. “1 was so excited,” Annette says. "I wasn’t expecting to get anything back.
Gretchen did a great job for me. When she did my taxes this year, she was able to get me another

refund of about $1,000. She’s awesome.”

Tax professional Terry Taylor in Calgary, Alberta helped transport truck owner and operator
Perry Rosefield, below, with tax deductions for the expenses he incurs while he's on the road. “Terry has

expertise in the transportation industry, and i've relied on her every step of the way,” Perry says.




When Helen Green of Jacksonville, Floridi
retired on disability in 1994, she was told sh
didn’t need to file a tax return due to her lov
income. But after her disabled daughter begar
working part-time, Helen decided to discuss he
tax situation with H&R Block. Tax professiona
Maxey McCrackin explained that while Helei
wasn't required to file a return, she qualifie
for an earned income tax credit because of he
disabled dependent. Maxey helped Helen fil
returns for the three previous years. The result
a sizable refund. “I was in shock when he tolc
me how much money we were getting,” Hele!
says. “Maxey was wonderful. With all his hear

and soul, he really tries to help people.”




the United States. We served an additional
2.1 million clients with our software and
online solutions. One out of every seven U.S.

taxpayers was an H&R Block client.

H&R Block is the world’s largest tax services
company. In 2003, H&R Block served
approximately 21 million tax clients
worldwide. In addition to our U.S. tax
business, we also provide local tax services in
Canada, Australia and the United Kingdom,
as well as U.S. tax returns for U.S. citizens
living abroad in Germany, Guam, Japan,
Korea, the Philippines, Panama, Puerto Rico,

Saipan, Spain and the Virgin Islands.

H&R Block’s TaxCut® software was selected
as the number one choice by the nation’s
foremost software reviewers. TaxCut has a
variety of features designed to enable clients
to maximize their tax benefits and reach their

long-term financial goals. No other software

or online tax solutions company can link
clients to its own nationwide network of retail
tax offices, where tax professionals can
support e-solutions clients with tax help and

basic financial advice.

We offer clients the flexibility to select the
service level they want. Some want a blend of
online and person-to-person services. Others
prefer to do their own taxes, but want a tax
professional to check their return for accuracy
or answer their questions by phone, e-mail or

online chat.

Every year, tax laws become more complex.
H&R Block is ready to help taxpayers benefit
from the deductions and credits available to
them without neglecting any of their tax
obligations. H&R Block is also the only tax
services company to offer basic financial
advice that gives clients the opportunity to

build a better financial future.

Retirees Jennifer and David Burdett, above

center, of Melbourne, Australia, don’t do their
own taxes anymore. "Our tax laws have
undergone significant changes in recent years,
so it's important that we're up-to-date with
what’s going on,” Jennifer says. H&R Block tax
professional Francine Ainsley, above left, has
helped the Burdetts navigate the complexities
of the tax code while maximizing their refund.
“She’s very thorough and quite painstaking and
works as hard as she can to get you the best

result possible,” Jennifer says.

Brad Lacey, above right, a pastor in Conshohocken,
Pennsylvania, relies on H&R Block to prepare his
tax return and keep him up-to-date on special
tax laws for members of the clergy. "My father
was an attorney who always did my taxes,” says
Brad. “When he became ill, | went to H&R Block
and was fortunate to be paired with Jim
McElree. Jim was very astute at tax law, and |
never had to worry about a thing. When Jim
retired a couple of years ago, he referred me to
Mary Lynn Perney. | couldn’t believe there was
another tax professional there who knew so
much about taxes for clergy members. Once

again, | was fortunate.”



financialsolutions

Our leadership in tax services puts us in a
unique position to give millions of people
personalized financial advice that otherwise
would be unavailable to them. Most of
H&R Block’s U.S. tax clients do not have a

relationship with a financial advisor,

H&R Block already provides its tax clients
with basic financial advice at no charge as
part of the Block Advantage program, which
includes suggestions and information about
retirement savings, home ownership, saving
for their children’s college education, eligibility
for government programs and other choices

for the client to consider.

However, some clients want to take a deeper
look into the financial alternatives available
to them, develop an investment plan, and
then begin implementing that plan.
H&R Block Financial Advisors Inc. (HRBFA)

offers personal financial advice, as well as the

products and services that enable clients to

put that advice into action.

Our financial advice is supported by the
independent analysis and research of our
Investment Management Department (IMD).
Ten IMD analysts have been recognized as
Wall Street Journal/Zack’s All-star Analysts
because of their top-ranked investment
returns and earnings estimate accuracy. But
H&R Block doesn’t tout “hot” stocks. Instead,
we help clients build a long-term investment
program that balances risk and reward in a

manner appropriate to their personal situation.

HRBFA has an important role to play in
enabling the company to fulfill its mission: to
help clients achieve their ﬁnéncial objectives
as their tax and financial partner. As a group,
HRBFA clients are more loyal to H&R Block’s
tax services than those tax clients who don’t

have a financial partnership with us.

Retirees Frank and Margaret Dunn of Hingham,

Massachusetts, rely on H&R Block Financial
Advisors Inc. to help them achieve their financial
objectives. For the past decade, Frank has
managed the couple’s retirement funds. He
makes nearly all his own investment decisions
but relies on H&R Block financial advisor
Anthony Nofi for advice and support. “I usually
discuss my plan with H&R Block,” Frank says.
“"They're a tremendous help in providing
background material, like company profiles and
earnings reports. They're really an excellent
partner, and I'm very satisfied with their service

and execution.”



Richard Hartman, right, a retired telephone company manager, has responsibility for two investment
accounts for himself, along with one for a friend and one for his son. Fortunately, he has a good
partner in Victoria Black, below right, a financial advisor with the H&R Block Financial Advisors office
in Woodland Hills, California. “She has an excellent background. And she recommends — she doesn't
push,” Richard says. “She helps me with research. She’s always available. She’s truly a dedicated
professional.” Richard also has benefited from H&R Block’s tax services. “I've gotten more money back

than | ever did doing my own tax returns,” he says.

Dave Shaw, left, with his wife, Carolyn, of
Highlands Ranch, Colorado, met H&R Block
financial advisor Henry Martin through an ice
hockey league several years ago. "l got to know
Henry and came to respect his approach to
investing,” says Dave. “We took our business to
him and we've seen very steady growth in our
portfolio. We've been so happy with Henry that
we introduced my parents to him, and now
they've shifted their entire portfolio to H&R Block

as well.”



homesolutions

Our continuing success in the home mortgage
business demonstrates the value that clients
derive from our strategy to become their tax
and financial partner. In 2003, nearly half of
our retail mortgages were the result of an

H&R Block tax professional’s client referral.

When H&R Block tax clients request more
information about the mortgage choices
available to them, their tax professional can
refer them to H&R Block Mortgage Corp.
(HRBMC), which offers a wide choice of home
loans. To clients who qualify, HRBMC can
provide the mortgage product that best suits

their needs.

HRBMC’s success in the retail mortgage
business also strengthens H&R Block’s tax
business. Clients see more value in their
relationship with H&R Block when we are
able to respond to their request for information

about mortgages. As a group, tax clients who

have an H&R Block mortgage are more likely
to remain an H&R Block tax client than
those who don’t have a mortgage relationship

with us.

Our experience shows that clients who ask us
about mortgages are more likely to return to
H&R Block for tax services than other clients
— even when they don’t get a mortgage or
even if their mortgage application was rejected.
Tax clients value our willingness to help them
with other financial matters and appreciate
our interest in helping them achieve their

financial objectives.

H&R Block’s one-to-one relationship with
millions of tax clients is a competitive
advantage for HRBMC. But our mortgage
business also gives our tax business a
competitive edge. Together, our tax and
mortgage businesses increase the value that
H&R Block builds into its client relationships.

For years, St. Louis-area high school guidance
counselor Ken Wren, left, dreamed of buying ¢
weekend getaway home. But when he finally
found just the place earlier this year af
Missouri’s Lake of the Ozarks, the banks anc
mortgage companies he contacted were toc
busy doing refinances to give him the service he
needed. But his H&R Block tax professional,
Randi Franklin, suggested that he see H&R Block
Mortgage loan officer Sue Roederer, who pul
together a package that allowed Ken to lock ir
a lower mortgage rate on his home and get ¢
home equity loan to buy the second property
“Sue really went the extra mile. She called every
day with updates, and | really appreciatec

that,” Ken says.

When retired plumber Albert Gandenberget
took a fall, he was unable to collect the
paperwork required to complete his mortgage
application. Frank Reeder, an H&R Block
Mortgage loan officer based in Tampa, Florida,
helped out by going to the Social Security
Administration office on Albert’s behalf for the
necessary documentation. “lI was absolutely
amazed that he would go down there anc
stand in line for just one average-sized loan. I
was customer service that went above anc
beyond the call of duty,” says Albert's daughter
Barbara Clark, above right, who has sent
a number of referrals to Frank and is usinc
H&R Block Mortgage to finance a house she anc
her husband are building. “As a loan officer,
always try to treat each and every client a
if they were part of my family. 1 was glad tc
help Mr. Gandenberger any way that | could,’
Frank says.



Karin Abel, left, with her husband, Howard, and
their daughter, Sydney, of San José, California,
is a 13-year client of H&R Block tax professional
Colleen Hera. “Colleen makes it really easy for
us every year. She tells me exactly what records
to save and bring in,” Karin says. “When Colleen
asked if we were interested in refinancing, !
told her | hadn't been able to find a mortgage
company that didn‘t charge outrageous closing
costs. She suggested H&R Block Mortgage and
put us in touch with loan officer Eline Kaufman,
above. "Now | have another incredibly helpful
partner at H&R Block. The service I've gotten

from them is absolutely fabulous.”



mortgagesolutions

H&R Block Mortgage, an Option One
subsidiary, plays a key role in our advice-
based strategy to help clients achieve their
financial objectives. But Option One
Mortgage Corp.’s other operations make a
major contribution to H&R Block’s strategic
business objectives, generating income that
strengthens the entire company and enables

it to build greater value for shareholders.

Option One, like other H&R Block businesses,
is strongly focused on client service. Excellent
client service is a top priority that shapes
business practices and policies and builds

strong relationships with clients.

Option One has several types of clients. More
than 24,000 independent mortgage brokers are
able to offer Option One’s loans to homeowners.
The company also offers its loans through
partnerships with financial institutions, such

as national and regional banks.

After the mortgage closing, Option One’s
Mortgage Servicing unit keeps in touch with
the homeowner and services the mortgage on
an ongoing basis to minimize delinquencies
and maintain customer satisfaction. Also
after closing, Option One pools its mortgages
for sale to the investment community, which
values the predictability and reliability of this

investment instrument.

Option One Mortgage Corp. is managed in
ways that minimize balance sheet risk while
optimizing cash flows. This approach is
consistent with the company’s objective of

increasing shareholder value.

Moody’s Investors Service has given Option One
its top service quality rating, SQ1l. Fitch
Ratings has commended Option One for its
strong and stable management team, solid
financial strength and extensive internal

control environment.

Option One is a company that responds tc

human needs, says Roger Schlesinger, above left,
president of Manhattan West, a mortgage
company based in Sherman Oaks, Californie
and one of Option One’s largest wholesale
mortgage clients. “Option One is very flexible,”
Roger says. “Within certain parameters, they're
willing to look at every situation on its merits.
Option One is a great help not only for those
who've had credit problems, but also for others,
such as self-employed people or first-time
borrowers who have a difficult time getting

loans from traditional lenders.”

Option One’s Servicing department was there
to help when Detroit resident Toria Allen, above
right, lost her job and fell behind in her loan
payments. “No matter who | talked to, they
were willing to work with me and were always
courteous, polite and upbeat,” Toria says. “l was
amazed. | really didn't think a big company

would ever act like that.”



Since Lehman Brothers Inc. began investing in
Option One mortgages in the mid-1990s, the
New York-based investment company has come
to rely on Option One’s quality paper and
strong service. jon Voigtman, Lehman’s senior
vice president of mortgages, says Option One
continues to set a high industry standard in a
very challenging marketplace. “For many years
we've utilized all aspects of Option One's
mortgage business and found their disciplined
approach to originations and mortgage
servicing operations unparalleled,” Jon says.
“"They're responsive and sensitive to the
needs of mortgage borrowers, which equally
benefits investors. As a result, they have
developed a highly respected franchise in the
asset-backed market, and that affords them

tremendous liquidity.”



businesssolutions

RSM McGladrey Business Services Inc. and
its subsidiaries — H&R Block’s business
services segment — share H&R Block’s
mission: to help clients achieve their financial
objectives by serving as their tax and

financial partner.

While H&R Block serves clients in the
consumer marketplace, RSM McGladrey
Business Services focuses on privately-owned,
mid-sized businesses with revenues in the
range of $5 million to $250 million. In 2002,
this market category included 300,000
businesses that created more than 68 percent
of the U.S. gross domestic product.

RSM McGladrey Inc. offers tax and accounting
services, as well as business consulting and
support services. In addition, RSM McGladrey
also serves business owners with tax services,
financial advice and personal wealth

management services.

With the combined resources of the firms
within the business services segment,
RSM McGladrey is able to offer a variety of
advice-based services and expand the scope of
client relationships based primarily on its

core tax and accounting services.

RSM McGladrey Retirement Resources is a
consulting firm that designs and administers

retirement plans.

MyBenefitSource provides payroll and benefits
processing services, enabling companies to
outsource these functions and concentrate on

their strategic business objectives.

RSM Equico is a valuation, merger and
acquisition consulting firm that provides
services to business owners who want to
consider the alternatives available to them if
they should choose to sell their business, and

helps them find a buyer for it.

When H.D. “lke"” Leighty, left, of Waterloo,
lowa, decided to cash out of the business he
founded with his late partner, Joe Nelson, he
worked with long-time consultant Tom Siders of
RSM McGladrey to find a buyer for the business,
which manufactures gauges for the automotive
industry. Eventually, lke decided to sell the
business to its management team in a buyout
that RSM McGladrey helped arrange. In his
retirement, ke has focused his considerable
energy on philanthropy through a foundation
that he created with RSM McGladrey’s advice.
“Tom Siders was a mentor who helped us think
through each decision associated with the sale.

RSM McGladrey was a great help,” lke says.

Long-time Kansas bankers Bill Ellwood, above
far right, and Dennis Bartkoski, had a dream —
to open their own bank. But they weren't sure
where to begin. That's where RSM McGladrey's
Ralph Mires came in. Mires and a team of
RSM McGladrey associates helped Bill and
Dennis develop a business plan that enabled
them to attract investors. An RSM McGladrey
team compiled the required charter and
documentation. In late 2001, Town & Country
Bank opened its doors in Leawood, Kansas. The
bank is now on track to break even in just its
second year. “We couldn’t have launched this
bank without RSM McGladrey, which continues
to play an important role in our on-going

success,” Bill says.



Minneapolis-based Katun Corp., a global developer and marketer of aftermarket imaging supplies,
shifted its retirement benefits management to a new provider. But the change didn’t bring the
anticipated results. “l was spending 90 percent of my day just double-checking the new administrator’s
work,” says benefits specialist Katy Davis, below. Two months later, an RSM McGladrey team led by
Scott Fenwick, right, was managing the records for Katun's two sponsored plans in a timely and
accurate manner. RSM McGladrey’s benefits administration services include record keeping, year-end
compliance testing, daily valuation and government filings. “1 can’t say enough for the level of service,
responsiveness and thoroughness of information that we’ve gotten from RSM McGladrey,” Katy says.

“| feel more comfortable about the integrity of our retirement plans.”
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

RESULTS OF OPERATIONS

H&R Block, Inc. (the “Company™) is a diversified company with subsidiaries primarily
engaged in the business of providing financial services including tax services,
investrnent and mortgage products and services, and accounting and consulting
services. For nearly 50 years, the Company has been developing relationships with
millions of tax clients and its strategy is to expand on these relationships.

H&R BLOCK'S MISSION
“To help our clients achieve their financial objectives
by serving as their tax and financial partner.”

H&R BLOCK'S VISION
“To be the world'’s leading provider of financial services
through tax and accounting based advisory relationships.”

Key to achieving the Company’s mission and vision is enhancing client experiences
through consistent delivery of valuable services and advice. The Company believes
offering advice facilitates a financial partnership and increases client satisfaction and
retention. New products and services are continually introduced to try to bring
additional value to the overall experience and allow clients to reach their financial
objectives. Operating in multiple lines of business allows H&R Block to serve the
changing financial needs of all its customers. The Company carries out its mission
and vision through the following reportable operating segments:

U.S. Tax Operations: This segment primarily consists of the Company’s income tax
preparation businesses. Retail tax offices served 16.5 million and 17.1 million
taxpayers in fiscal years 2003 and 2002, respectively - more than any other personal
tax services company. This segment also served 2.1 million and 1.5 million clients
through TaxCut® (includes only federal e-filings) and online tax preparation in fiscal
years 2003 and 2002, respectively. By offering professional and do-it-yourself tax
preparation options, the Company can serve its clients how they choose to be served.

Mortgage Operations: This segment is primarily engaged in the origination of
non-prime mortgage loans, the sale and securitization of mortgage assets (which
includes mortgage loans and residual interests), and the servicing of non-prime loans.
A key focus of Mortgage Operations is to optimize cash flows from its operations.
The Company believes offering mortgage products to other segments’ clients results
in added value to the total client experience. This segment sold $17.2 billion and $11.4
billion in loans and recognized 89% and 86% of the gain on sale in cash during fiscal
years 2003 and 2002, respectively.

Business Services: This segment is engaged in providing accounting, tax,
consulting, payroll, employee benefits and capital markets seivices to business
clients and tax, financial and estate planning, wealth management and insurance
services to individuals.

The Company continues to focus on establishing core service relationships with
middle-market clients by adding non-traditional business and personal services to
enhance these client relationships. In doing so, the Company intends to develop
Business Services as a leading provider of middle-market professional services.

Investment Services: This segment is primarily engaged in offering investment
services and securities products. Investment Services also offers these services and
products to U.S. Tax and Mortgage Operations clients, bringing additional value to
the overall client experience.

International Tax Operations: This segment is primarily engaged in providing
local tax return preparation, filing and related services in Canada, Australia and the
United Kingdom. In addition, International Tax Operations includes Overseas
operations, which consists of company-owned and franchise offices preparing tax
returns for U.S. citizens living abroad.

The analysis that follows should be read in conjunction with the tables below and
the consolidated income statements.

Consolidated H&R Block, Inc.

Year Ended April 30 2003 2002 2001
(in 000s, except per share amounts)
REVENUES:
U.S. Tax QOperations $ 1,859,993 3% 1,830,752 § 1,622,636
Mortgage Operations 1,200,409 734,890 415,802
Business Services 434,140 416,926 386,168
Investment Services 200,794 250,685 472,425
International Tax Operations 85,082 78,710 78,469
Corporate Operations (651) 5,773 5,837
$ 3,779,767  $ 3,317,736 § 2,981,337
INCOME (LOSS):
U.S. Tax Operations $ 547,078 § 533,468 $ 434,067
Mortgage Operations 693,950 339,388 137,992
Business Services (14,118) 22,716 15,953
{nvestment Services (128,292) (54,862) 9,298
International Tax Operations 10,464 7.093 6,024
Corporate Operations (122,005) (130,963) {130,256)
Income before taxes 987,077 716,840 473,078
Income taxes 407,013 282,435 196,330
Net income before change in )
accounting principle 580,064 434,405 276,748
Cumulative effect of change in
accounting principle - - 4,414
Net income $ 580,064 $ 434405 $ 281,162
Basic earnings per share $ 3.23 $ 238 $ 153
Diluted earnings per share 3.15 2.31 1.52

OVERVIEW
A summary of the Company’s fiscal 2003 financial results is as follows:

o Net earnings were $3.15 per diluted share, an increase of 36.4% over fiscal
year 2002.

o Revenues grew 13.9% over the prior year, primarily due to growth in the
Mortgage Operations segment.

o Clients served in company-owned retail tax offices declined 4.3%, while the
average fee per client served increased 6.8%.

o U.S. Tax Operations’ operating margin improved 30 basis points, from 29.1%
to 29.4%.

o Software and online revenues increased 27% compared to fiscal year 2002.

o Mortgage originations totaled $16.6 billion for the year as a result of increases
in the sales force, in average loan size, in loan applications and an increase in
the closing ratio.

o Gains on sales of mortgage assets reached $775 million, including $131 million
realized on the sale of net interest margin (“NIM”) residual interests.

a The Investment Services segment reported a loss of $128 million as a result of
continued low investor confidence and declining market conditions.




U.S. TAX OPERATIONS

This segment is primarily engaged in providing tax return preparation, filing and
related services in the United States. Segment revenues include fees earned for
tax-related services performed at company-owned tax offices, royalties from
franchise offices, sales of tax preparation and other software, fees from online
tax preparation, and payments related to refund anticipation loan (“RAL"™)
participations.

TaxCut® from H&R Block enables do-it-yourself users to prepare their federal
and state tax returns easily and accurately. Several versions of the software are
available to suit the needs of individual users, including TaxCut Standard, TaxCut
Deluxe (includes free state and electronic filing), TaxCut Platinum for more
complex returns and TaxCut Home & Business for small business owners. Other
personal productivity software packages are also offered, including H&R Block
Deduction Pro, WillPower and Home & Business Attorney.

Clients also have the option of online do-it-yourself tax preparation, online
professional tax review, online tax advice and online tax preparation through a
tax professional (whereby the client completes an online tax organizer and sends
it to a tax professional for preparation) through the hrblock.com website. During
the fiscal 2003 tax season, the Company participated in the newly formed Free
File Alliance. This alliance was created by the industry and the Internal Revenue
Service (“IRS"), and allows qualified lower-income filers to prepare and file their
federal return online at no charge.

In addition to tax preparation services, U.S. Tax Operations includes the
following product offerings:

o RALs are offered to tax clients by a designated bank through a contractual
relationship with Household Tax Masters, Inc. (“Household™).

o The Peace of Mind (“POM”) program is offered as a separately priced
guarantee to tax clients, whereby the Company will assume the cost, subject
to certain limits, of additional tax assessments attributable to tax return
preparation errors.

w “EasyPay” revolving loans are offered by Household's designated bank to
those clients whose tax returns reflect a balance due to the IRS through a
contractual relationship with Household. The loan has “same as cash” terms
for 90 days. Unlike RAL products, the Company does not have a right to
purchase a participation interest in these loans.

o Individual retirement accounts (“Express IRAs”), invested in FDIC-insured
money market accounts, are offered to tax clients as a tax savings strategy
and as a retirement savings tool.

o All retail office, software and online tax clients also have the opportunity to
receive a free financial plan through H&R Block Financial Advisors, Inc.

(1) Company-owned and franchise numbers for fiscal years 2002 and 2001 have not been
restated for franchise acquisitions during fiscal year 2003. See the Company's data as disclosed
in its volume press releases for restated tax season numbers.

(2) Includes federal e-filings for software clients.

(3) Includes a) online completed and paid federal returns, and b) state returns only when no
payment was made for a federal return.

(4) Daia is for tax season (January 1 - April 30) only.

(5) Includes TaxCut federal units only, as reported by The NPD Group, Inc., an independent
retail volume reporting agency.

(6) Includes TaxCut State, Deduction Pro, WillPower and Legal Advisor software sales.

(7) Calculated as tax preparation and filing fees divided by the number of clients served.

U.S. Tax Operations | Operating Statistics

Year Ended April 30 2003 2002w 2001
(in 000s, except average fee and offices)
Tax returns prepared: .
Company-owned offices 9,995 10,431 10,275
Franchise offices 6,336 6,468 6,167
16,331 16,899 16,442
Clients served:
Company-owned offices 10,058 10,513 10,425
Franchise offices 6,459 6,635 6,458
E-commerce:
Software® 1,244 1,017 939
Online @ 895 455 275
18,656 18,620 18,147
Tax returns filed electronically:
Company-owned offices 8,936 9,057 8,635
Franchise offices 5,388 5,222 4,693
E-commerce:
Software @ 1,244 1,017 989
Online @ 812 344 207
16,380 15,640 14,524
Average fee per client served: ”
Company-owned offices $ 138.41 $ 12961 $ 118.19
Franchise offices 118.40 109.51 101.11
$ 130.59 $ 121.83 $ 111.65
Refund anticipation loans; @
Company-owned offices 2,778 2,855 2,476
Franchise offices 1,795 1,773 1,501
E-commerce:
Software - 1" 20
Online 75 33 19
4,648 4,672 4,016
Software units sold:
TaxCut-Retail ® 1,773 1,631 1,556
Other © 1,636 1,411 1,296
3,409 3,042 2,852
Offices:
Company-owned 5,279 5,017 5,060
Franchise 4,022 3,998 4,012
9,301 9,015 9,072




U.S. Tax Operations | Financial Results

Year Ended April 30 2003 o 2002 2001
(in 000s) .
Tax preparation and related fees $1,378,058 $1,364,673 $1,237,622
Royalties 163,519 154,780 140,146
RAL waiver fees 138,242 - -
RAL participation fees 874 159,965 133,710
Software sales 61,355 54,301 44,138
Online tax services 26,290 14,606 6,793
Other 91,655 32,427 60,227
Total revenues 1,859,993 1,830,752 1,622,636
Compensation and benefits 577,545 598,355 561,962
Occupancy and equipment 207,366 186,998 172,572
Depreciation and amortization 39,456 39,871 55,346
Cost of software sales 19,072 19,425 17,548
Bad debt 17,358 38,235 55,391
Supplies, freight and postage 39,579 35,989 32,520
Texas litigation reserve 41,672 - -
Legal 28,111 7.641 4,641
Other 104,781 137,884 116,837
Allocated corporate and shared costs:
Marketing 90,142 99,560 60,333
Information technology 77,285 77,230 60,384
Finance 22,367 13,270 14,445
Supply 19,724 19,508 13,131
Other 28,457 23,318 23,458
Total expenses 1,312,915 1,297,284 1,188,569
Pretax income $ 547,078 § 533,468 § 434,067

Fiscal 2003 compared to fiscal 2002
U.S. Tax Operations’ revenues increased $29.2 million, or 1.6%, to $1.9 billion for
fiscal year 2003.

Tax preparation and related fees increased $13.4 million, or 1.0%, for fiscal year
2003, compared to fiscal year 2002. This increase is due to a 6.8% increase in the
average fee per client served, partially offset by a 4.2% decrease in tax returns
prepared. The average fee per client served increased to $138.41 in fiscal year 2003.
The increase in the average fee per client served is primarily due to an increase in
the complexity of retums prepared.

Tax returns prepared in company-owned offices during the current year
decreased 436 thousand, or 4.2%, compared to the prior year. The decline in tax
returns prepared is driven primarily by the impact of the sustained weak economy.
U.S. Tax Operations’ core client base has traditionally been lower income clients.
Due to the weak economy, a larger portion of these clients did not return in fiscal
2003 as they did not file a tax return with the IRS. Additionally, due to the absence
of substantive tax law changes, the marketing programs failed to attract as much
new business as in the previous year.

The average fee per client at franchise offices increased 8.1%, while tax returns
prepared declined 2.0%, resulting in an increase in royalty revenue of $8.7 million,
or 5.6%. The Company has begun the process of acquiring the business of up to
thirteen of its major franchises as their respective franchise agreements expire
over the next two years. While any major franchise acquisitions are not expected
to increase the number of overall clients served under the H&R Block brand, the
Company’s pretax earnings are expected to increase as these operations are
incorporated with company-owned offices and their royalties are replaced with
direct revenues and expenses.

During fiscal year 2003, the Company entered into an agreement with Household,
whereby the Company waived its right to purchase any participation interests in
and receive license fees for RALs during the period January 1 through April 30,
2003. In consideration for waiving these rights the Company received a series of
payments from Household, subject to certain adjustments based on delinquency
rates. Initial payments received totaling $133.0 million were recognized as revenue
over the waiver period. An additional payment is expected to be received in
January 2004, based on the final delinquency rates for the 2003 tax season. At
April 30, 2003 the Company recognized additional revenues of $5.2 million based on
actual delinquency rates through April 30, 2003. The waiver agreement with
Household is a one-year agreement and does not affect the Company's ability to
participate in RALs in the future.

A total of 3.4 million software units were sold during fiscal year 2003, an increase
of 12.1% compared to unit sales of 3.0 million in 2002. Revenues from software sales
of $61.4 million in fiscal year 2003 increased 13.0% as a result of the higher sales
volume. This increase was partially offset by increases in the number of rebates
offered and customer rebate redemption rates.

Online tax preparation revenues increased 80.0% primarily as a result of the 96.7%
increase in clients served. Increases in software and online unit sales have an
especially beneficial impact to the Company’s earnings, as these operations have
primarily fixed costs and relatively low variable costs.

Other revenues for the year increased $9.2 million, or 11.2%, over 2002, principally
due to an increase of $5.8 million in supply sales to franchises and an increase of
$3.3 million in revenues recognized under the POM guarantee program.



Total expenses for fiscal year 2003 were up $15.6 million, or 1.2%, from 2002.
These increased expenses were primarily attributable to a litigation reserve of
$41.7 million recorded during the second quarter of fiscal year 2003 relating to
Texas RAL litigation. In November 2002, the Company reached an agreement
with the plaintiff class in a Texas class action lawsuit related to RALs. The
settlement provides a five-year package of coupons class members can use for a
variety of tax preparation and tax planning services from the Company. The
reserve of $41.7 million represents plaintiff class legal fees and expenses, tax
products and associated mailing expenses. The Company will recognize the cost
of the tax preparation rebate coupons as they are redeemed. Other legal costs
increased $20.5 million due to various legal proceedings, including those
discussed further in note 20 to the consolidated financial statements.

Occupancy and equipment costs increased $20.4 million due primarily to a 5.2%
increase in the number of offices under lease and increases in related utility and
other support charges. Allocated finance expenses increased $9.1 million, or
68.6%, primarily due to increased insurance costs. These increases were partially
offset by a $20.8 million decrease in compensation and benefits. This decrease
was due to better management of support staff wages, a decline in payroll taxes
related to seasonal stock option exercises and changes in the tax preparer
compensation plan. Bad debt expense declined $20.9 million as a result of
collections of RAL receivables, which were written off in prior years, and the
elimination of bad debt expense associated with RAL participations. Other
expenses decreased $33.1 million from 2002 primarily due to reduced servicing
expenses associated with prior year RAL participations.

Pretax income for fiscal year 2003 increased $13.6 million, or 2.6%, over 2002.
The segment’s operating margin improved thirty basis points to 29.4% in fiscal
year 2003.

Fiscal 2002 compared to fiscal 2001
U.S. Tax Operations’ revenues increased $208.1 million, or 12.8%, for fiscal year
2002 compared to fiscal year 2001.

Tax preparation and related fees increased 10.3% to $1.4 billion during fiscal
year 2002. This increase is primarily attributable to a 1.5% increase in returns
prepared in company-owned offices combined with a 9.7% increase in the
average fee on those returns. The average fee benefited from the first time
inclusion of a federal rebate credit form, increased usage of the child tax credit
form and other overall increases in client complexity.

Royalties from franchises increased 10.4% due to a 4.9% increase in tax return:
prepared during fiscal year 2002, and an 8.3% increase in the average fee i1
franchise offices.

Revenues from RAL participation increased $26.3 million, or 19.6%, comparec
to the previous year. This increase is attributable to a 16.6% increase in tht
number of RALs in which the Company participated to 4.7 million, and a 2.69
increase in pricing. The increased price was driven by an increase in the averag
refund amount and favorable changes in the product mix resulting in a gros:
revenue per RAL of $33.67, up 2.8% over fiscal year 2001. Prior to January 1, 2003
the Company purchased participation interests in RALs (49.9% for RAL:
facilitated at company-owned offices and franchise offices and 25.0% for RAL:
facilitated in major franchise offices). Revenue from participation was calculatec
as the Company’s percentage participation multiplied by a fee paid by the
customer to Household.

Software revenues increased 23.0% over the previous year to $54.3 million. The
increase is primarily due to an increase in the number of units sold and ar
increase in electronic filings and related charges. Units sold increased 6.7%, fron
2.9 million to 3.0 million units.

Online tax preparation revenues improved $7.8 million over fiscal year 2001 du
to the increase in clients served.

Revenues from the POM guarantee program increased $10.9 million due to the
increase in the number of guarantees sold compared to 2001.

Total expenses increased $108.7 million, or 9.1%, during the year ended April 30
2002. This increase is due to a 35.6% increase in allocated corporate and sharec
costs primarily related to marketing and technology development, whicl
increased $39.2 million and $16.8 million, respectively. The higher marketin;
costs are due to increased advertising initiatives in fiscal year 2002. In addition
compensation and benefits and occupancy and equipment costs increased as ¢
direct result of the increase in revenues. Offsetting these increases was lower bac
debt expense associated with RAL participation, which declined $15.2 millio
due to a more favorable collection rate in fiscal year 2002. In addition
depreciation and amortization expense decreased 28.0% primarily due to the
cessation of goodwill amortization beginning May 1, 2001, related to the adoptior
of new accounting standards, and certain assets becoming fully depreciated a
the end of fiscal year 2001.

Pretax income for fiscal year 2002 increased 22.9%, compared to fiscal yea
2001. The segment’s operating margin improved to 29.1% in fiscal year 2002
compared to 26.8% in fiscal year 2001.




MORTGAGE OPERATIONS

This segment is primarily engaged in the origination of non-prime mortgage loans,
sales and securitizations of mortgage assets and servicing of non-prime loans.
Revenues consist of proceeds from sales and securitizations of loans and related
assets, accretion on residual interests, loan servicing fees and interest received on
loans.

Substantially all non-prime mortgage loans originated are sold daily to qualifying
special purpose entities (“Trusts”™). The Company removes the mortgage loans from
its balance sheet and records the gain on the sale, cash and a receivable which
represents the ultimate expected outcome from the disposition of the loans by the
Trusts. The Trusts, as directed by the Trustees, either sell the loans directly to third-
party investors or pool the loans for securitization, depending on market conditions.
In a securitization transaction, the Trusts transfer the loans, and the right to receive
all payments on the loans, to a securitization trust and the Company transfers its
receivable. The securitization trust meets the definition of a qualifying special
purpose entity (“QSPE”). The securitization trust issues bonds, which are supported
by the cash flows from the pooled loans, to third-party investors. The Company
retains an interest in the loans in the form of a residual interest (including
overcollateralization (“OC”) accounts and uncertificated interests) and usually
assumes first risk of loss for credit losses in the loan pool. As the cash flows of the
underlying loans and market conditions change, the value of the Company's residual
interests may also change, resulting in either additional unrealized gains or
impairment of the residual interests.

To accelerate the cash flows from its residual interests, the Company securitizes
the majority of its residual interests in NIM transactions. In a NIM transaction, the
residual interests are transferred to another QSPE (“NIM trust™), which then issues
bonds to third-party investors. The proceeds from the bonds are returned to the
Company as payment for the residual interests. The bonds are secured by the pooled
residual interests and are obligations of the NIM trust. The Company retains a
subordinated interest in the NIM trust, and receives cash flows on its residual
interest generally after the bonds issued to the third-party investors are paid in full.
Residual interests retained from NIM securitizations may also be bundled and sold
in a subsequent securitization.

Substantially all non-prime loans originated and subsequently sold or securitized
are transferred with servicing rights retained. Servicing activities include processing
of mortgage loan payments and the administration of mortgage loans, with loan
servicing fees received monthly over the life of the mortgage loans. The Company
has traditionally received a servicing fee of 50 basis points per annum on the
outstanding principal balance of loans sold or securitized, as well as the right to
receive certain ancillary income, including, but not limited to late fees and
prepayment penalties.

Prime mortgage loans are sold in whole loan sales, servicing released, to third-
party buyers.
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Year Ended April 30 2003 2002 2001
(dollars in 000s)
Number of loans originated:
Wholesale (non-prime) 93,497 74,208 49 805
Retail: Prime 12,361 7.935 3,861
Non-prime 9,983 7,130 6,393
Total 115,841 89,333 60,059
Volume of loans originated:
Wholesale (non-prime) $ 13,659,243 § 9,457,331 5,289,715
Retail: Prime 1,697,815 1,179,137 822,579
Non-prime 1,220,563 816,705 412,607
Total $ 16,577,621 % 11,453,173 6,524,901
Loan sales:
Loans originated and sold $ 16,591,821 3 11,440,190 6,009,544
Loans acquired and sold 633,953 - -
Total $ 17,225,774  $ 11,440,190 6,009,544
Weighted-average FICO score 604 600 586
Execution price -
Net gain on sale; @
Loans originated and sold 4.63% 4.30% 3.71%
Loans acquired and sold 0.18% - -
Total 4.46% 4.30% 3.71%
Weighted-average coupon rate
for borrowers ® 8.15% 9.09% 10.40%
Weighted-average loan-to-value 78.7% 78.6% 779%

(1) Represents non-prime production.

(2) Defined as total premium received divided by total balance of loans delivered (exctuding

mortgage servicing rights).
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Year Ended April 30 2003 2002 2001
(in 000s)
Components of gains on sales:
Gains on sales of mortgage assets:
Mortgage loans and
related assets $ 698,571 $ 487,945 $ 254,256
NIM residuals 130,881 - -
impairment of residual interests (54,111) (30,987) (9,467)
Total gains on sales 775,341 456,958 244,789
Loan servicing 168,351 147,162 110,222
Accretion 145,165 50,583 21,824
fnterest 108,715 77,277 35,693
Other 2,837 2,910 3,274
Total revenues 1,200,409 734,890 415,802
Compensation and benefits 255,846 181,630 128,683
Servicing and processing 74,774 86,146 34,620
Occupancy and equipment 42,626 30,700 23,683
Bad debt 21,364 25,442 16,153
Other 111,849 71,584 74,671
Total expenses 506,459 395,502 277,810
Pretax income $ 693,950 $§ 339388 § 137,992

Fiscal 2003 compared to fiscal 2002
Mortgage Operations’ revenues increased $465.5 million, or 63.3%, compared to the
prior year. This increase was primarily a result of increased production volumes and
related sales execution pricing, gains on sales of NIM residuals and accretion on
residual interests.

The following table summarizes the key drivers of gains on sales of mortgage loans:

Year Ended April 30 2003 2002
(dollars in 000s)

Number of sales associates 2,228 1,809
Total number of applications 216,492 174,049
Closing ratio @ 53.5% 50.3%
Total number of originations 115,841 89,333
Average loan size $ 143 $ 128
Total criginations $ 16,577,621 $ 11,453,173
Non-prime / prime ratio 88:1 8.7:1
Commitments to fund loans $ 2,614,500 $ 1,726,620
Loan sales $ 17,225,774 $ 11,440,190
Gains on sales $ 698,571 $ 487,945
Execution price - net gain on sale @ 4.46% 4.30%

(1) Percentage of loans funded divided by total applications.
(2) Defined as total premium received divided by total balance of loans delivered (excluding
mortgage servicing rights).

Gains on sales of mortgage loans and related assets increased $210.6 million to
$698.6 million for the year ended April 30, 2003, The increase over last year is a result
of a significant increase in loan origination volume, an increase in the average loan
size, the closing ratio and the loan sale execution price. During the year, the
Company originated $16.6 billion in mortgage loans compared to $11.5 billion last
year, an increase of 44.7%. The execution price on mortgage loan sales increased
primarily due to declining interest rates during the year, offset by a decline in the
weighted-average coupon rate charged to borrowers.

In November 2002, the Company completed the sale of NIM residual interests and
recorded a gain of $130.9 million. This sale accelerated cash flows from these
residual interests, effectively realizing previously recorded unrealized gains included
in other comprehensive income.

Impairments of residual interests in securitizations of $54.1 million were
recognized during the year, due primarily to loan performance of older residuals and
changes in assumptions to more closely align with the current economic and interest
rate environment.

The following table summarizes the key drivers of loan servicing revenues:

Year Ended April 30 2003 2002
(dollars in 000s)

Number of loans serviced 246,463 209,594
Average servicing portfolio $ 27,742,470 $ 19,901,701
Average delinquency rate 7.08% 7.07%
Value of MSRs at April 30 $ 99,265 $ 81,893

Loan servicing revenues increased $21.2 million, or 14.4%, this year. The increase
reflects a higher average loan servicing portfolio. The average servicing portfolio for
fiscal year 2003 increased 39.4%.

Total accretion of residual interests increased $94.6 million over the prior year. This
improvement is the result of increases in the related asset values in fiscal 2002 and
2003. Increases in fair value are realized in income through accretion over the
remaining expected life of the residual interest.

For the majority of fiscal year 2003, the Company's residual interests continued to
perform better than expected primarily due to lower interest rates which allowed the
Company to receive cash earlier than projected in the original valuation models. As
aresult, the Company recorded favorable pretax mark-to-market adjustments, which
increased the fair value of its residual interests $203.8 million during the year, and
write-downs of $19.1 million. Write-ups were recorded, net of write-downs and
deferred taxes of $70.5 million, in other comprehensive income and will be accreted
into income throughout the remaining life of the residual interests. Future changes
in interest rates or other assumptions could cause additional adjustments to the fair
value of the residual interests and could cause changes to the accretion of these
residual interests in future periods. Additionally, sales of NIM residual interests
would result in decreases to accretion income in future periods.

Interest income increased $31.4 million, or 40.7%, in 2003, due to the average
balance on loans held by the Trusts increasing to $1.8 billion from $1.2 billion in the
prior year. Also contributing to the increase was higher interest margin earned.
Interest margin is the difference between the rate on the underlying loans and the
financing costs of the Trusts. The interest rate margin increased to 5.76% during fiscal
year 2003, from 5.58% in 2002.




Total expenses increased $111.0 million, or 28.1%, over the prior year. This
increase is primarily due to a $74.2 million increase in compensation and benefits
as a result of a 23.2% increase in the number of employees, reflecting resources
needed to support higher loan production volumes. Occupancy and equipment
expenses increased $11.9 million due to the opening of an additional servicing
center in Jacksonville, Florida and expansion of the servicing and information
technology facilities at the segment's headquarters in Irvine, California, to
support the higher overall activity levels. Servicing and processing expenses
declined due to an impairment of $11.6 million on servicing assets recorded
during fiscal year 2002, while only $866 thousand was recorded in fiscal year
2003. Other expenses increased $40.3 million, or 56.2%, for the current year,
primarily due to increased consulting, depreciation and marketing expenses.

Pretax income increased $354.6 million, or 104.5%, for fiscal year 2003.

Fiscal 2002 compared to fiscal 2001

Mortgage Operations revenues increased $319.1 million, or 76.7%, for the year ended
April 30, 2002 compared to fiscal year 2001. This improvement primarily reflects the
increase in production volume and execution pricing, higher accretion, interest
income and servicing revenues.

Gains on sales of mortgage loans and related assets increased $233.7 million, or
91.9%, as a result of a significant increase in loan origination volume and better
execution pricing on mortgage loan sales. During fiscal year 2002, the Company’s
loan origination volume increased 75.5% over 2001. The increase in loan production
is a result of an increase in the average loan size, an increase in the size of the sales
force, an improvement in the closing ratio and to a lesser extent, the declining
interest rate environment. The average loan size increased to $128 thousand from

$109 thousand in fiscal year 2001 and the closing ratio improved to 50.3% from 44.9%
in the previous year. The execution price for fiscal year 2002 was 4.30% compared to
3.71% for the previous year.

Impairments of residual interests totaling $31.0 million were recorded in fiscal year
2002 related to adverse changes in the timing and amount of cash flows on certain
residual interests.

Loan servicing revenues increased $36.9 million, or 33.5%, for the year ended
April 30, 2002. The increase reflects a higher average loan servicing portfolio balance.
The average servicing portfolio increased 25.2% compared to the previous year.

Accretion of residual interests increased $28.8 million over the previous year. This
increase is due to added residual interests from loan sale activity and unrealized gains
recorded during the year.

During fiscal year 2002, the Company recorded favorable pretax mark-to-market
adjustments of $151.1 million.

Interest income for the year ended April 30, 2002 increased $41.6 million, or 116.5%,
over the previous year. This increase is primarily the result of the declining interest
rate environment, which improved the interest margin earmmed. The interest margin
for fiscal year 2002 was 5.58% compared to 2.65% for fiscal year 2001.

Total expenses increased $117.7 million, or 42.4%, over the previous year. This
increase is primarily due to increased compensation and benefits as a result of
additional employees needed to support higher loan production volumes. The
increase in servicing and processing expense is due to the increase in the size of the
servicing portfolio and an $11.6 million impairment of servicing assets recorded in
fiscal year 2002. Fiscal year 2002 also benefited by $13.6 million from the cessation
of goodwill amortization related to the adoption of new accounting standards.

Pretax income increased $201.4 million, or 145.9%, for fiscal year 2002.

BUSINESS SERVICES

This segment is engaged in providing accounting, tax, consulting, payroll,
employee benefits and capital markets services to business clients and tax,
financial and estate planning, wealth management and insurance services to
individuals. Business Services provides accounting, payroll and human resources
services to McGladrey & Pullen LLP (“M&P”) in exchange for a management fee.
The Company also has commitments to fund M&P’s operations. See additional
discussion of these commitments in the “Financial Condition” section.

A substantial portion of Business Services’ business is generated by one-time
projects or extended services. The uncertainty surrounding the current business
environment has caused clients to delay making strategic decisions and spending
money on discretionary projects. This uncertainty has adversely affected
consulting services and, to a lesser extent, tax services.

The Company acquired MyBenefitSource, Inc. (“MBS™) and Equico Resources,
LLC (“Equico”) during fiscal year 2002. Both MBS and Equico generated
operating losses that adversely impacted fiscal year 2003 resuits.
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Year Ended April 30 2003 2002 2001
(in 000s)

Accounting, tax and consulting $ 388494 § 368,593 $ 332,089
Product sales 16,720 19,062 20,960
Management fee income 14,257 11,700 11,467
Other 14,669 17,571 21,642
Total revenues 434,140 416,926 386,168
Compensation and benefits 292,291 265,960 240,660
Occupancy and equipment 24,428 19,957 24,792
Depreciation and amortization 7,855 7.063 7,208
Marketing and advertising 9,815 6,285 5,485
Bad debt 9,224 11,353 9,164
Amortization of acquisition
intangibles 15,189 14,276 31,576
Impairment of goodwill 11,777 - -
Other 77,679 69,316 51,330
Total expenses 448,258 394,210 370,215
Pretax income (Joss) ( $ (14,118) $ 22,716 $ 15,953




Fiscal 2003 compared to fiscal 2002

Business Services' revenues for fiscal year 2003 improved $17.2 million, or 4.1%,
over the prior year. This increase was primarily due to the acquisition of Equico in
December 2001, which contributed an increase of $24.9 million over the prior year.
Revenues also increased $7.2 million over the prior year as a result of growth in
core accounting and tax services, driven primarily by an increase in the collection
rate per billable hour. These increases were somewhat offset by a decline of $15.5
million in tax consulting revenues. The key drivers of this revenue stream is the
volume of tax planning services sold, which declined 20% from the prior year, and
lower revenues per unit sold. Additionally, this is the first year there has not been
significant year-over-year growth related to new acquisitions. In fiscal year 2003 the
Company acquired only a few businesses to add scale to existing offices and only
one new location was added, resulting in an increase of $1.7 million in revenues.

Deferred revenue increased $12.2 million in fiscal year 2003 due to a backlog of
scheduled business valuation projects resulting from staffing shortages. These
revenues will be recognized in fiscal year 2004. Recruiting additional experienced
personnel will be an area of management emphasis in fiscal year 2004.

Total expenses increased $54.0 million, or 13.7%, over the prior year.
Compensation and benefits costs increased $26.3 million and occupancy and
equipment costs increased $4.5 million, primarily as a result of the Equico and MBS
acquisitions in December 2001. Other expenses increased by $8.4 million primarily
due to increased legal and travel expenses, both related to Equico and MBS.

As part of the Company’s annual goodwill impairment testing, an impairmer
charge of $11.8 million was recorded related to MBS in fiscal year 2003.

The pretax loss for the year ended April 30, 2003 was $14.1 million compared t
pretax income of $22.7 million in fiscal year 2002.

Fiscal 2002 compared to fiscal 2001

Business Services’ revenues increased $30.8 million, or 8.0%, from fiscal year 200:
This increase was due to the addition of new firms and revenue from tax consultin
and wealth management services. The effect of acquisitions completed in fisc:
year 2002, plus the full year for mergers completed in fiscal year 2001, was t
increase revenue for the year by $24.8 million. Growth from tax consulting an
wealth management services was $8.3 million. Billed “out-of-pocket” expense
were $5.4 million higher in fiscal year 2002 than in the previous year. Partiall
offsetting these increases, revenue from core tax services and general busines
consulting services declined $9.8 million from fiscal year 2001.

Total expenses increased $24.0 million, or 6.5%, over the previous year, primaxil
as a result of operating expenses for Equico and MBS during fiscal year 200:
Partially offsetting this increase was a decrease in amortization of acquisitio
intangibles of $19.3 million as a result of the cessation of goodwill amortizatio
related to the adoption of new accounting standards.

Pretax income increased $6.8 million, or 42.4%, for fiscal year 2002.

INVESTMENT SERVICES

This segment is primarily engaged in offering investment services and securities
products through H&R Block Financial Advisors, Inc. (“HRBFA”™), a full-service
securities broker-dealer. Products and services offered to Investment Services’
customers include: equity trading, annuities, fixed income products, mutual
funds, margin accounts, money market funds with sweep provisions for
settlement of customer transactions, checking privileges, account access/review
via the internet, online trading, fee-based accounts, individual retirement
accounts, dividend reinvestment and option accounts, equity research and focus
lists, model portfolios, asset allocation strategies, economic commentaries and
other investment tools and information. In addition, clients of the Company's U.S.
Tax Operations segment are given the opportunity to open an Express IRA
through HRBFA as a part of the income tax return preparation process.

Key to the future success of the Investment Services segment is retention of its
financial advisors and recruitment of new advisors. One of the Company's key
initiatives is to build revenues through the addition of experienced financial
advisors. During fiscal year 2003, 260 experienced advisors were added, which
was offset by attrition of primarily less experienced advisors. While revenues are
expected to build as a result of this initiative, revenues generated by newly
recruited advisors have grown slower than anticipated given the current market
environment. The retention and recruitment of experienced advisors will
continue to be a key initiative in fiscal year 2004.

Another initiative for fiscal year 2004 is the Licensed Referral Tax Professional
(“LRTP”) program. This program encourages a cooperative relationship between
Investment Services and U.S. Tax Operations by helping tax preparers become

licensed, teaming them with a financial advisor and providing a commission t
the LRTP for business referred to Investment Services. As of April 30, 2003, ther
were 126 LRTPs who generated over $2.0 million in new customer assets. Th
Company will continue to increase the number of LRTPs in the coming year.

Investment Services | Operating Statistics

Year Ended April 30 2003 2002 2001
Customer trades” 1,218,092 1,536,930 2,361,809
Customner daily average trades 4,853 6,123 9,410
Average revenue per trade® S 12015 % 10642 % 87.34
Number of active accounts 752,903 695,355 619,846
Average trades per active

account per year 1.62 2.21 3.81
Ending balance of assets under

administration (billions) $ 223 % 273 % 315
Average assets per active account $ 29,616 % 39,261 % 50,817
Ending margin balances (millions) $ 486 % 801 § 1,300
Ending customer payables balances

(millions) S 848 3 825 % 824
Number of advisors 1,071 1,228 1,326

(1) Includes both trades on which commissions are earned (“commissionable trades”) and
trades for which no commission is earned (“fee-based trades”).
(2) Calculated as total commissions divided by commissionable trades.
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Year Ended April 30 2003 2002 2001
(in 000s)
Margin interest revenue $ 37,300 $ 67,849 § 211,128
Less: interest expense (4,830) (14,744) (106,265)
Net interest income 32,470 53,105 104,863
Commissicn revenue 86,365 103,976 166,362
Fee revenue 32,801 25,257 26,271
Firm trading revenue 44,510 44,861 63,298
Other (182) 8,742 5,366
Total revenues 195,964 235,941 366,160
Commissions 41,748 46,490 68,099
Other variable expenses 4,234 9,266 16,342
Total variable expenses 45,982 55,756 84,441
Gross profit 149,982 180,185 281,719
Compensation and benefits 92,978 93,314 93,592
Occupancy and equiprmnent 30,323 29,106 28,804
Depreciation and amortization 22,491 20,416 17,840
Amortization of acquisition intangibles 29,300 29,450 47,530
Impairment of goodwill 24,000 - -
Other 63,933 48,067 58,834
Allocated corporate and shared costs 15,249 14,694 25,821
Total fixed expenses 278,274 235,047 272,421

Pretax income {loss) $ (128,292) § (54862) $ 9,298

(1) Total revenues, less interest expense.

Fiscal 2003 compared to fiscal 2002

Investment Services' revenues, net of interest expense, for fiscal year 2003
declined $40.0 million, or 16.9%, compared to the prior year. The decrease is
primarily due to lower net interest income and commission revenue.

Margin interest revenue declined $30.5 million, or 45.0%, from the prior year
primarily as a result of a 39.3% decline in margin balances coupled with lower
interest rates. Margin balances have declined from an average of $1.0 billion for
fiscal year 2002 to $577.0 million in the current year, due to weak investor
confidence and declining stock market values. Accordingly, interest expense for
fiscal year 2003 declined $9.9 million, or 67.2%, from fiscal year 2002.

The Company utilizes the weighted average net interest margin to measure the
profitability of margin lending activities. The weighted average net interest
margin is defined as average interest earned on monthly margin loan balances,
less the average cost of funding these loans. The weighted average net interest
margin declined from 0.96% for 2002 to 0.51% in 2003, in conjunction with the
decrease in market rates.

Commission revenue declined $17.6 million, or 16.9%. Customer trades on which
commissions are earned for fiscal year 2003 declined 32.8% from. the prior year.

Fee revenue increased $7.5 million, or 29.9%, due to the implementation of a
new fee structure in November 2001 and the addition of wealth management
products. Wealth management products accounted for $5.2 million of the total
increase in fee revenues.

Firm trading revenue, which includes equities, fixed income trading,
underwriting, and unit investment trusts, remained relatively flat. However,
revenues related to Trust Preferred Debt Securities and underwriting fees
increased in fiscal year 2003. The additional revenues from underwriting
primarily drove the increase in the average revenue per trade to $120.15 from
$106.42 last year. Offsetting this increase was a 25.6% decrease in revenues from
fixed income trading. Equity trading declined $4.6 million as a result of closing
the principal equity trading operations in April 2002.

Other revenues declined from the prior year due to losses incurred on the
disposition of certain assets.

Total expenses increased $33.5 million, or 11.5%, primarily due to a $24.0
million goodwill impairment charge recorded during fiscal year 2003. Additional
expense increases resulted from various new initiatives to expand products and
the business, including the installation of a new back office brokerage operating
system, relocation to new offices and advisor recruitment initiatives. These
increases were partially offset by a decrease in commissions expense due to the
decline in customer trading and cost containment measures.

During the first quarter of fiscal year 2003, in light of unsettled market
conditions and the severe decline of comparable business valuations in the
investment industry, the Company engaged an independent valuation firm to
perform the goodwill impairment test, in accordance with Statement of
Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets,”
on the Investment Services segment. As a result, the $24.0 million impairment
charge was recorded.

As a result of meeting certain three-year production goals established in
connection with the acquisition of OLDE Financial Corporation, certain long-
term advisors were eligible to receive a one-time retention payment. The
retention period was through December 31, 2002. Retention payments under this
plan of approximately $17.0 million were accrued through the third quarter of
fiscal year 2003. The retention payments were paid out in February 2003.

Pretax results for Investment Services for fiscal year 2003 declined $73.4
million to a loss of $128.3 million compared to the prior year loss of $54.9 million.

Fiscal 2002 compared to fiscal 2001
Investment Services revenues, net of interest expense, for the fiscal year 2002
declined $130.2 million, or 35.6%, from fiscal year 2001.

Margin interest revenue declined $143.3 million, or 67.9%, during fiscal year
2002. The decrease in margin interest income was primarily due to the decline in
margin balances and to a lesser extent, lower interest rates. Customer margin
balances declined from an average of $2.4 billion for fiscal year 2001 to an
average of $1.0 billion in fiscal year 2002. Total interest expense decreased $91.5
million, or 86.1%, for fiscal year 2002. The weighted average net interest margin
declined from 1.68% for fiscal year 2001 to 0.96% for 2002.

Commission revenue decreased $62.4 million, or 37.5%. Total customer trades
for fiscal year 2002 were 1.5 million, a decline of 34.9% from the previous year of
2.4 million customer trades.



Firm trading revenue decreased $18.4 million, or 29.1%. Equity unit investment
trusts decreased $15.6 million, or 87.1%, and equity trading declined $18.7 million,
or 78.2%. Partially offsetting these declines, underwriting revenues increased
$11.5 million or, 195.3%, from fiscal year 2001, primarily due to increased demand
for Trust Preferred Debt Securities.

Firm trading revenues also reflect the negative impact of decimalization and the
closing down of the principal equity trading operations. Decimalization replaced
fractional trading during fiscal year 2001. The impact of decimalization reduced
the spread between bid and ask prices, reducing revenue opportunities. As a
consequence, HRBFA closed its principal equity trading operations in April 2002,
with exit costs of $1.0 million.

Total expenses decreased $66.1 million, or 18.5%, due primarily to a decrease i
commission expense, prior year litigation settlements, and the amortization ¢
intangible assets. The decrease in commission expense paid to financial advisor
was due to the decline in trading. At the end of fiscal year 2001, HRBFA agreed t
settle a class action lawsuit and accrued $16.8 million related to this settlemen
Amortization of acquisition intangibles declined $18.1 million as a result of th
cessation of goodwill amortization in fiscal year 2002 related to the adoption ¢
new accounting standards.

Pretax results for Investment Services for fiscal year 2002 declined $64.2 millio
to a loss of $54.9 million from pretax income of $9.3 million in fiscal year 2001.

INTERNATIONAL TAX OPERATIONS

This segment is primarily engaged in providing local tax return preparation, filing
and related services in Canada, Australia and the United Kingdom. In addition,
International Tax Operations includes Overseas operations, which consists of
company-owned and franchise offices in eight countries that prepare U.S. tax
returns for U.S. citizens living abroad. This segment served 2.3 million taxpayers
in fiscal years 2003 and 2002.

Tax-related service revenues include fees from company-owned tax offices and
royalties from franchise offices. The Canadian tax season is from January to
April, the Australian tax season is from July to October and the United Kingdom's
tax season is from August to March.

The Company’s operations in this segment are transacted in the local
currencies of the countries in which it operates, therefore the results can be
affected by the translation into U.S. dollars. The weakening of the U.S. dollar
during the year had the impact of increasing reported revenues and income.
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Year Ended April 30 2003 2002 2001
(in 000s)
Revenues:
Canada $ 57,985 $ 55,753 $ 56,075
Australia 20,614 17,701 17,939
United Kingdom 1,322 1,112 1,763
Overseas 5.161 4,144 2,692
Total revenues 85,082 78,710 78,469

Pretax income (loss):

Canada 8,108 7,728 5,556
Australia 3,802 2,912 3,472
United Kingdom (818) (2,536) (1,602)
Overseas 1,688 1,682 846

Allocated corporate and
shared costs (2,316) (2,693) (2,248)
Pretax income $ 10,464 $ 7,093 $ 6,024

Fiscal 2003 compared to fiscal 2002
International Tax Operations’ revenues for the year ended April 30, 200
increased $6.4 million, or 8.1%, compared to the prior year. This improvement i
primarily due to results in Australia, where tax returns prepared in company
owned offices in fiscal year 2003 increased 3.7% compared to the prior year an:
the average charge per return increased 3.0%. Revenues in Canada increased $2.
million, or 4.0%, entirely as a result of foreign exchange rates. Revenues i
Canadian dollars declined 2.3% primarily due to the sale of certain operation
during 2003 and a decline in the number of returns prepared. Tax return
prepared declined 3.7% as a result of increased competition in the majo
metropolitan areas.

Pretax income improved $3.4 million, or 47.5%, primarily due to cost savings i
the United Kingdom as a result of business restructuring and the write-off o
intangible assets in the prior year.

Fiscal 2002 compared to fiscal 2001

International Tax Operations’ revenues remained relatively flat year over yeas
Overseas operations revenues improved by 53.9% primarily from strong revenue
in Puerto Rico. The increase was partially offset by unfavorable currenc
exchange rates in Australia and Canada.

Pretax income increased $1.1 million, or 17.7%. The improvement in Canadial
pretax income is primarily attributed to lower real estate and occupancy costs
lower bad debt expense and other cost controls. Although revenue in loca
currency increased compared to the previous year, the number of regular an
discounted tax returns prepared declined 1.8%. Australian results were negativel;
affected by an unfavorable currency exchange rate, as well as additional cost
attributed to the opening of thirteen new offices in July 2001. The number of ta:
returns prepared remained consistent with fiscal 2001. The United Kingdom’
pretax loss increased 58.3% compared to fiscal year 2001, driven primarily b;
business restructuring and the write-off of intangible assets of $800 thousanc
The improvement in pretax income for Overseas operations is attributed to :
28.4% increase in tax returns prepared, primarily in Puerto Rico.




CORPORATE OPERATIONS

This segment consists primarily of corporate support departments, which
provide services to the Company’s operating segments. These support
departments consist of marketing, information technology, facilities, human
resources, executive, legal, finance, government relations and corporate
communications. These support department costs are largely allocated to the
Company’s operating segments. The Company’s captive insurance and franchise
financing subsidiaries are also included within this segment.

Corporate Operations | Financial Results

Year Ended April 30 2003 2002 2001

(in 000s)

Operating revenues $ 6,448 $ 12,603 $ 12,339

Eliminations (7,099) (6,830) (6,502)
Total revenues (651) 5773 5,837

Corporate expenses:

Compensation and benefits 14,959 14,703 7,902
Interest expense:
Interest on acquisition debt 72,766 79,002 98,759
Other interest 1,106 3,777 8,626
Marketing and advertising 4,518 4,600 4,568
Other 33,438 36,392 26,430
126,787 138,474 146,285
Support departments:
Information technology 92,899 84,834 72,281
Marketing 88,819 85,087 74,763
Finance 30,232 19,795 18,731
Other 65,730 58,749 46,858
277,680 248,465 212,633
Allocation of corporate and
shared costs (280,677) (247,106) (216,848)
Investment income, net 2,436 3,097 5,977
Pretax loss $ (122,005) % (130,863) % (130,256)

Fiscal 2003 compared to fiscal 2002

Corporate Operations’ revenues declined $6.4 million primarily as a result of a
$4.2 million decrease in operating interest income and a $2.0 million write-off of
investments at the Company's captive insurance subsidiary.

Corporate expenses declined $11.7 million, or 8.4%, due primarily to lower
interest expense. Interest expense on acquisition debt declined as a result of
lower financing costs and a scheduled payment of $39.8 million in August 2002.

Information technology department expenses increased $8.1 million, or 9.5%,
primarily due to a 20.5% increase in department personnel to support additional
projects on behalf of the operating segments. Finance department expenses
increased $10.4 million, or 52.7%, primarily as a result of $4.7 million in increased
insurance costs and $2.4 million in additional consulting fees over the prior year.

The pretax loss was $122.0 million, compared with last year’s loss of $131.0
million.

The Company's effective income tax rate for fiscal year 2003 increased to 41.2%
compared to 39.4% in fiscal year 2002, primarily as a result of non-deductible
goodwill impairment charges recorded in the current year.

Fiscal 2002 compared to fiscal 2001

Revenues for this segment remained relatively flat, while corporate expenses
decreased $7.8 million, or 5.3%. This decrease is primarily due to a $19.8 million
decline in interest expense on acquisition debt as a result of a payment in fiscal
year 2002 and lower financing costs. These decreases were partially offset by a
$6.8 million increase in compensation and benefit expenses due to an increase in
personnel, and a $10.0 million increase in other expenses, resulting primarily
from additional consulting fees.

Information technology department expenses increased $12.6 million as a
result of additional consulting fees related to payroll processing systems
installed. Marketing department expenses increased $10.3 million primarily due
to additional tax season advertisements during fiscal year 2002. Other support
department expenses increased $11.9 million, or 25.4%, primarily as a result of
increased supplies and freight costs of $7.1 million.

The pretax loss for fiscal year 2002 was $131.0 million compared to $130.3
million in fiscal year 2001.

The Company's effective income tax rate for fiscal year 2002 decreased to 39.4%
in fiscal year 2002 from 41.5% in fiscal year 2001, primarily as a result of the
cessation of goodwill amortization and tax planning initiatives.




NEW ACCOUNTING STANDARDS

In April 2003, Statement of Financial Accounting Standards No. 149, “Amendment
of Statement 133 on Derivative Instruments and Hedging Activities” (“SFAS 149™)
was issued. SFAS 149 amends SFAS 133 to clarify the definition of a derivative
and incorporate many of the implementation issues cleared as a result of the
Derivatives Implementation Group process. This statement is effective for
contracts entered intc or modified after June 30, 2003 and should be applied
prospectively after that date. The Company is currently evaluating what effect, if
any, the adoption of SFAS 149 will have on the consolidated financial statements.

In January 2003, the Financial Accounting Standards Board (“FASB”) issued
Interpretation No. 46, “Consolidation of Variable Interest Entities” (“FIN 46”).
FIN 46 provides guidance with respect to the consolidation of certain variable
interest entities (“VIEs™) whereby a VIE must be consolidated by its primary
beneficiary if the entity does not effectively disperse risks among parties
involved. The primary beneficiary is one who absorbs a majority of the expected
losses, residual returns, or both as a result of holding variable interests. FIN 46
also requires disclosures for both the primary beneficiary of a VIE and other
parties with a significant variable interest in the entity. The provisions of FIN 46
apply immediately to VIEs created after January 31, 2003, and to VIEs in which
an enterprise obtains an interest after that date. FIN 46 applies in the first fiscal
year or interim period beginning after June 15, 2003, to VIEs in which an
enterprise holds a variable interest it acquired before February 1, 2003. In
addition, FIN 46 requires certain transitional disclosures if an enterprise believes
it is reasonably possible that it will determine it has a significant variable interest
in a VIE upon the date of application. The Company has not obtained an interest
in a new or existing VIE subsequent to January 31, 2003. The Company is
continuing its evaluation of interests in potential VIEs, which would be subject to
the provisions of FIN 46 for the second quarter of fiscal year 2004.

In December 2002, Statement of Financial Accounting Standards No. 148,
“Accounting for Stock-Based Compensation - Transition and Disclosure” (“SFAS
148™) was issued and amends Statement of Financial Accounting Standards No.
123, “Accounting for Stock-Based Compensation” (“SFAS 123"). SFAS 148
provides alternative methods of transition for a voluntary change to the fair value
based method of accounting for stock-based employee compensation. In
addition, this statement amends prior disclosure requirements to require
prominent disclosures in both annual and interim financial statements about the
method of accounting for stock-based employee compensation and the effect of
the method used on reported results. The transition provisions are effective for
financial statements for fiscal years ending after December 15, 2002. The
enhanced disclosure requirements are effective for periods beginning after
December 15, 2002. The Company accounts for its stock compensation plans in
accordance with Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees” (“APB 257), as allowed under SFAS 123 and has
adopted the disclosure provisions of SFAS 148. On May 1, 2003 the Company

adopted the fair value recognition provisions preferred under SFAS 123, and wil
prospectively recognize compensation expense on future awards granted
modified or settled after April 30, 2003. The prospective method is one of th
methods provided under SFAS 148.

In November 2002, Emerging Issues Task Force Issue No. 00-21, “Revenut
Arrangements with Multiple Deliverables” (“EITF 00-21") was issued. EITF 00-2
requires consideration received in connection with arrangements involvin;
multiple revenue generating activities be measured and allocated to eacl
separate unit of accounting in the arrangement. Revenue recognition would be
determined separately for each unit of accounting within the arrangement. EIT}
00-21 is effective for revenue arrangements entered into in fiscal period:
beginning after June 15, 2003. The Company is currently evaluating the effect o
EITF 00-21 on the consolidated financial statements.

In November 2002, the FASB issued Interpretation No. 45, “Guarantor’
Accounting and Disclosure Requirements for Guarantees, Including Indirec
Guarantees of Indebtedness of Others” (“FIN 45”), which addresses the
disclosure to be made by a guarantor in its interim and annual financia
statements about its obligations under guarantees. FIN 45 also requires the
guarantor to recognize a liability for the non-contingent component of the
guarantee, which is the obligation to stand ready to perform if specified triggering
events or conditions occur. The initial measurement of this liability is the fai
value of the guarantee at inception. The Company has adopted the disclosure
requirements of FIN 45 and, in accordance with the transition rules of th¢
pronouncement, has applied the recognition and measurement provisions for al
guarantees entered into or modified after December 31, 2002. See note 20 to th¢
consolidated financial statements. The adoption of FIN 45 did not have a materia
effect on the consolidated financial statements.

In June 2002, Statement of Financial Accounting Standards No. 14
“Accounting for Costs associated with Exit or Disposal Activities” (“SFAS 146™
was issued. SFAS 146 addresses accounting and reporting for costs associatec
with exit or disposal activities and nullifies EITF No. 94-3, “Liability Recognitior
for Certain Employee Termination Benefits and Other Costs to Exit an Activit}
(including Certain Costs Incurred in a Restructuring).” SFAS 146 is effective fo:
exit or disposal activities initiated after December 31, 2002. The adoption of SFAS
146 did not have a material effect on the consolidated financial statements.

On May 1, 2002, the Company adopted Statement of Financial Accounting
Standards No. 144, “Accounting for the Impairment or Disposal of Long-Livec
Assets” (“SFAS 144”). SFAS 144 establishes a single accounting model, based o1
the framework established in SFAS 121, for long-lived assets to be disposed of b}
sale. The adoption of SFAS 144 did not have a material effect on the consolidatec
financial statements.

The estimated impact of these new accounting standards reflects the
Company’s current views. There may be material differences between these
estimates and the actual impact of these standards.




FINANCIAL CONDITION

The Company's liquidity needs are met primarily through a combination of operating cash flows, commercial paper (“CP”) issuance, and off-balance sheet financing

arrangements.

OPERATING CASH FLOWS & LIQUIDITY BY SEGMENT

Operating cash flows totaled $690.8 million, $741.4 million and $248.4 million in fiscal years 2003, 2002 and 2001, respectively.
A condensed consolidating statement of cash flows by segment for the fiscal year ended April 30, 2003 follows. Generally, interest is not charged on intercompany

activities between segments.

U.S. Tax Mortgage Business Investment International Corporate Consolidated
Operations Operations Services Services Tax Operations Operations H&R Block
(in 000s)
Cash provided by (used in):
Operating activities $ 410,232 S 144,976 $ 7,861 $ (19,572) $ 18,519 $ 128,809 $ 690,825
Investing activities (72,687) 272,162 (29,401) (8,161) (3,184) (33,390) 125,339
Financing activities (355) - (57,469) (1,802) (187) (317,143) (376,956)
Net intercompany activities (348,005) (387,468) 73,802 (18,214) (28,977) 708,862 -
Net intercompany activities are excluded from the investing and financing activities (Gain on sales of mortgage assets consist of the following:
within the segment cash flows. The Company believes that by excluding the
intercompany activities, the cash flows by segment more clearly depicts the cash Year Ended April 30 2003 2002 2001 1
generated and used by each segment. Had the intercompany activities been included, 1
those segments in a net lending situation would have been included in investing (i".OOOS)
activities, and those in a net borrowing situation would have been included in Gain o‘n loans S,O|d to the Tr.usts and
financing activities. ultimately disposed of via:
Whole loan sales $ 347,241 § 65219 $ 48,187
U.S. Tax Operations: US. Tax Operations has historically been the largest o Securtizations 378,620 437,754 209,988
provider of operating cash flows to the Company. This segment operates at a loss Gain on sale of NIM residual interests 130,881 - j
during the first two quarters of the fiscal year due to off-season costs and preparation Gayn on Ioan; stil held by the Trusts 74,987 17,028 12,671
activities for the upcoming tax season. The seasonal nature of U.S. Tax Operations Gain on rgtawqed mortgage
generally results in a large positive operating cash flow in the fourth quarter. serwcmg- rights 60,078 52,844 37832
U.S. Tax Operations generated $410.2 million in operating cash flows primarily Net Chaﬁge in mark-to-market on
related to its net income, as cash is generally collected from clients at the time p‘rpelme loans ) 6,158 (758) 7131
services are rendered. Cash out flows from investing activities of $72.7 million is due lmpgwrments of residual
primarily to purchases of property & equipment. . mtergs§ . (54,111) (30,987) (9.467)
A key component of this segment’s operations is the ability to offer RALs and Direct o.r|g|nat|on EXPENses (168,513) (84,142) (67,553)
facilitate funding of RAL participations. Household and its designated bank provide Total gains on sales § 775341 § 456958 § 244,789
funding of all RALs offered through the Company. If Household and its designated . )
bank do not provide funding for RALs, the Company would need to find other RAL Percent of gains received as cash 89% 86% 58%

lenders to continue offering RALs to its clients.

Mortgage Operations: Mortgage Operations provided $145.0 million in cash
from operating activities primarily due to the sale of mortgage loans. This segment
also generated $272.2 million in cash from investing activities related to cash received
on residual interests as they mature, and cash received on the sale of NIM residual
interests.

Gains on sales of mortgage loans and related assets totaled $775.3 million, of which
89% was received as cash. The cash was recorded as either operating or investing
activitites, depending on the asset sold.

During the third quarter of fiscal year 2003, the Company completed the sale of NIM
residual interests and retained a $57.4 million residual interest from the sale. This
transaction netted the Company $142.5 million in cash. The gain on this transaction
is included in gains on sales of mortgage assets in the consolidated income
statements, and in the Mortgage Operations segment, where applicable.

As further explained in “Off-Balance Sheet Financing Arrangements” below, the
Mortgage Operations segment receives cash as a result of loan sales, NIM
transactions, sale of NIM residual interests and as its residual interests mature. The
Company began receiving cash collections from its residual interests in fiscal year
2002, which has reduced the outstanding balance of the residuals. Cash received on
these residual interests was $140.8 million for fiscal year 2003, compared with $67.1
million for fiscal year 2002.

Mortgage Operations regularly sells loans as a source of liquidity. Loan sales in fiscal
year 2003 were $17.2 billion compared with $11.4 billion for the same period in fiscal
year 2002. Additionally, Block Financial Corporation (“BFC”), its direct corporate
parent, provides this segment a $150 million line of credit for working capital needs.



Management believes the sources of liquidity available to the Mortgage
Operations segment are predictable and sufficient for its needs. Risks to the
stability of these sources include external events impacting the asset-backed
securities market, such as the level of and fluctuations in interest rates, changes
in the securitization market and competition. The liquidity available from the
NIM transactions is also subject to external events impacting this market. These
external events include, but are not limited to, adverse changes in the perception
of the non-prime industry or in the regulation of non-prime lending and, to a
lesser degree, reduction in the availability of third parties that provide credit
enhancement. Performance of the securitizations will also impact the segment’s
future participation in these markets. The three warehouse facilities used by the
Trusts are subject to annual renewal, each at a different time during the year, in
April, October and December. Any of the above events could lead to difficulty in
renewing the lines, however this risk of non-renewal is mitigated by the
availability of whole loan sales and financing provided by the Company, and to a
lesser extent, by staggered renewal dates related to these lines.

The FASB has issued an exposure draft which would amend Statement of
Financial Accounting Standards No. 140, “Accounting for Transfers and Servicing
of Financial Assets and Extinguishments of Liabilities” (“SFAS 1407). The
purpose of the proposal is to provide more specific guidance on the accounting
for transfers of financial assets to an off-balance sheet structure (qualifying
special purpose entity). These changes may impact the Company’s ability to
record securitization activities utilizing its current structure and maintain its
current accounting treatment. The Company is closely monitoring the progress of
this project.

Business Services: Business Services funding requirements are largely related
to receivables for completed work and “work in process.” Funding is available
from the Company sufficient to cover this segment’s working capital needs.
Business Services also has future obligations and commitments, which are
suramarized in the tables below under “Contractual Obligations and Commercial
Commitments.”

Business Services used $29.4 million in investing activities primarily related to
aquisitions.

investment Services: Investment Services, through HRBFA, is subject to
regulatory requirements intended tc ensure the general financial soundness and
liquidity of broker-dealers.

HRBFA is required to maintain minimum net capital as defined under Rule 15¢3-
1 of the Securities Exchange Act of 1934 and complies with the alternative capital
requirement, which requires a broker-dealer to maintain net capital equal to the
greater of $1 million or 2% of the combined aggregate debit balances arising from
customer transactions. The net capital rule also provides that equity capital may
not be withdrawn or cash dividends paid if resulting net capital would be less

than the greater of 5% of combined aggregate debit items or $1 million. At the en
of fiscal year 2003, HRBFA's net capital of $95.0 million, which was 17.3% ¢
aggregate debit items, exceeded its minimum required net capital of $11.0 millio
by $84.0 million.

In fiscal year 2003, Investment Services used cash in its operating, investing an
financing activities primarily as a result of the segment’s increasing losses.

To manage short-term liquidity, HRBFA maintains a $300 million unsecure
credit facility with BFC, its indirect corporate parent. Additionally, HRBF
maintains a $125 million line of credit with a financial institution. At the end ¢
fiscal years 2003 and 2002, there were no outstanding balances on these facilitie:

Liquidity needs relating to client trading and margin-borrowing activities ar
met primarily through cash balances in client brokerage accounts and workin
capital. Management believes these sources of funds will continue to be th
primary sources of liquidity for Investment Services. Stock loans hav
historically been used as a secondary source of funding and could be used in th
future, if warranted.

Securities borrowed and securities loaned transactions are generally reporte
as collateralized financings. These transactions require the Company to depos
cash and/or collateral with the lender. Securities loaned consist of securitie
owned by customers, which were purchased on margin. When loaning securitie:
the Company receives cash collateral approximately equal to the value of th
securities loaned. The amount of cash collateral is adjusted, as required, fc
market fluctuations in the value of the securities loaned. Interest rates paid o
the cash collateral fluctuate as short-term interest rates change.

To satisfy the margin deposit requirement of client option transactions with th
Options Clearing Corporation (“OCC"), Investment Services pledges customer:
margined securities. Pledged securities at the end of fiscal year 2003 totaled $39.
million, an excess of $4.3 million over the margin requirement. Pledged securitie
at the end of fiscal year 2002 totaled $42.8 million, an excess of $4.0 million ove
the margin requirement.

Management believes the funding sources for Investment Services are stable
Liquidity risk within this segment is primarily limited to maintaining sufficier
capital levels to obtain securities lending liquidity to support margin borrowin
by customers.

Internationatl Tax Operations: International Tax Operations are generally sel
funded. Cash balances are held in Canada, Australia and the United Kingdo:
independently in local currencies. H&R Block Canada has a commercial pape
program up to $125 million (Canadian). At April 30, 2003, there was n
commercial paper outstanding. The peak borrowing during fiscal year 2003 wa
$71.0 million (Canadian).

International Tax Operations generated $18.5 million in cash flows fror
operating activities primarily due to its net income because, similar to U.S. Ta
Operations, cash is generally collected from clients when services are rendered




CAPITAL RESOURCES
Cash and cash equivalents totaled $875.4 million at April 30, 2003. Cash provided
by operations totaled $690.8 million for fiscal year 2003 compared to $741.4
million in the prior year.

Cash expenditures during fiscal year 2003 relating to investing and financing
activities include the purchase of property and equipment ($150.9 million),
business acquisitions and related contingent payments ($26.4 million), payments
on acquisition debt ($57.5 million), payment of dividends ($125.9 million) and the
acquisition of treasury shares ($191.2 million, net of the proceeds from issuance
of common stock).

Cash and cash equivalents - restricted totaled $438.2 million at fiscal year end.
HRBFA held $400.1 million of this total segregated in a special reserve account
for the exclusive benefit of customers pursuant to Rule 15¢3-3 of the Securities
Exchange Act of 1934. The HRBFA restricted cash balance has grown from $108.0
million at the beginning of fiscal year 2003 as customer credit balances have
become larger than customer debit balances due to the significant decline in
margin loan balances resulting from the slowing economy. Restricted cash held
by Mortgage Operations totaled $20.7 million at April 30, 2003 as a result of cash
held for outstanding commitments to fund mortgage loans. Restricted cash of
$17.4 million at April 30, 2003 held by Business Services is related to funds held
to pay payroll taxes on behalf of its customers.

Working capital increased to $850.2 million at April 30, 2003 from $365.4 million
at April 30, 2002. The working capital ratio at April 30, 2003 is 1.45 to 1, compared
to 1.19to 1 at April 30, 2002. Historically, a large portion of tax return preparation
occurs in the fourth quarter and has the effect of increasing certain assets and
liabilities during the fourth quarter, including cash and cash equivalents,
receivables, accrued salaries, wages and payroll taxes and accrued income taxes.

On September 12, 2001, the Company’s Board of Directors authorized the
repurchase of 15 million shares of common stock. During fiscal year 2003, the
Company repurchased 6.6 million shares pursuant to this authorization at an
aggregate price of $316.6 million or an average price of $47.94 per share. There
are approximately 1.9 million shares remaining under the September 2001
authorization at April 30, 2003. On June 11, 2003 the Company's Board of
Directors approved an authorization to repurchase up to 20 million additional
shares of its common stock.

The Company plans to continue to purchase its shares on the open market in
accordance with this authorization, subject to various factors including the price
of the stock, the ability to maintain progress toward a capital structure that will
support a single A rating, the availability of excess cash, the ability to maintain
liquidity and financial flexibility, securities laws restrictions and other investment
opportunities available.

OFF-BALANCE SHEET FINANCING ARRANGEMENTS
The Company is party to various transactions with an off-balance sheet
component, including loan commitments and special purpose entities, or Trusts.

The Company has commitments to fund mortgage loans in its pipeline of $2.6
billion at April 30, 2003, subject to contractual conditions being fulfilled by the
borrowers. External market forces impact the probability of loan commitments
being closed, and therefore, total commitments outstanding do not necessarily
represent future cash requirements. If the loan commitments are exercised, they
will be funded in the manner described below.

The relationships with the Trusts serve to reduce the Company's capital
investment in its non-prime mortgage operations. These arrangements are
primarily used to purchase mortgage loans, but a portion may also be used to
finance servicing advances and residual interests. Additionally, these
arrangements have freed up cash and short-term borrowing capacity, improved
liquidity and flexibility, and reduced balance sheet risk, while providing stability
and access to liquidity in the secondary market for mortgage loans.

Substantially all non-prime mortgage loans originated are sold daily to the
Trusts. The Trusts purchase the loans from the Company utilizing three
warehouse facilities, arranged by the Company, totaling $4.0 billion. These
facilities are subject to various Option One Mortgage Corporation (“Option One”)

performance triggers, limits and financial covenants, including tangible net worth
and leverage ratios. In addition, these facilities contain cross-default features in
which a default in one facility would trigger a default under the other facilities as
well. The material terms and features of these various facilities are as follows:

o Facility I: In December 2002, this facility was renewed, increasing capacity
from $1.0 billion to $1.5 billion. This facility bears interest at one-month
LIBOR plus 50 to 60 basis points and expires on December 19, 2003. As of
April 30, 2003 the balance outstanding under this facility was $1.1 billion.

o Facility II: In April 2003, this facility was renewed, increasing capacity from
$1.0 billion to $1.5 billion. This facility bears interest at one-month LIBOR
plus 50 to 60 basis points and expires on April 16, 2004. As of April 30, 2003
the balance outstanding under this facility was $467.4 million.

o Facility III: In July 2003, this $1.0 billion facility was extended to
QOctober 6, 2003. This facility bears interest at one-month LIBOR plus 50 to
60 basis points. As of April 30, 2003 the balance outstanding under this
facility was $626.4 million.



As a result of the whole loan sales to the Trusts, the Company removes the
mortgage loans from its balance sheet and records the gain on the sale, cash and
a receivable which represents the ultimate expected outcome from the
disposition of the loans by the Trusts. This receivable is included in prepaid and
other current assets on the consolidated balance sheets.

Subsequently, the Trusts, as directed by the Trustees, either sell the loans
directly to third-party investors or pool the loans for a securitization, depending
on market conditions. If the Trusts choose to sell the mortgage loans the
Company receives cash for its receivable. In a securitization transaction, the
Trusts transfer the loans, and the right to receive all payments on the loans, to a
securitization trust and the Company transfers its receivable. The securitization
trust issues bonds, which are supported by the cash flows from the pooled loans,
to third-party investors. The Company retains an interest in the loans in the form
of a residual interest (including OC accounts and uncertificated interests) and
usually assumes first risk of loss for credit losses in the loan pool. As the cash
flows of the underlying loans and market conditions change, the value of the
Company’s residual interest may also change, resulting in either additional
unrealized gains or impairment of the value of the residual interests.

At the settlement of each securitization, the Company records: (i) the cash
received, and (ii) the estimated fair value of the interest in the mortgage loans
retained from the securitization (residual interests). Additionally, the receivable
from the whole loan sale to the Trusts is reversed. The residual interests
represent the discounted estimated cash flows to be received by the Company in
the future. The excess of the net cash received and the assets retained by the
Company over the carrying value of the loans sold, less transaction costs, equals
the net gain on sale of mortgage loans recorded by the Company. The Company
allocates its basis in the mortgage loans and residual interests between the portion
of the mortgage loans and residual interests sold and the portion retained (the
residual interests and servicing assets) based on the relative fair values of those
portions on the date of sale. These residual interests are classified as trading
securities.

The Company is required, under the terms of the securitization, to build and/or
maintain OC to specified levels, using the excess cash flows received, until
specified percentages of the securitized portfolio are attained. The Company
funds the OC account from the proceeds of the sale. Future cash flows to the
residual holder are used to amortize the bonds until a specific percentage of
either the original or current balance is retained, which is specified in the
securitization agreement. The bond holders’ recourse to the Company for credit

losses is limited to the excess cash flows described above and the amount of OC
held by the Trusts. Upon maturity of the bonds, any remaining amounts in the
Trusts are distributed. The estimated future cash flows to be distributed to the
Company are included as part of the residual valuation and are valued upon
distribution from the OC acecount.

To accelerate the cash flows from its residual interests, the Company
securitizes the majority of its residual interests in NIM transactions. In a NIM
transaction, the residual interests are transferred to another QSPE (“NIM trust”),
which then issues bonds to third-party investors. The proceeds from the bonds
are returned to the Company as payment for the residual interests. The bonds are
secured by the pooled residual interests and are obligations of the NIM trust. The
Company retains a subordinated interest in the NIM trust and receives cash flows
on its residual interest generally after the bonds issued to the third-party
investors are paid in full.

At the settlement of each NIM transaction, the Company removes the carrying
value of the residual interests sold from its consolidated balance sheet and records:
(i) the cash received, and (ii) the estimated fair value of the portion of the residual
interest retained. The excess of the net cash received and assets retained over the
carrying value of the residuals sold, less transaction costs, equals the net gain or loss
on the sale of residual interests by the Company. These residual interests are
classified as available-for-sale securities.

Residual interests retained from NIM securitizations may also be bundled and
sold in a subsequent securitization.

For fiscal year 2003, the disposition of loans by the Trusts was 53% securitizations
and 41% whole loan sales. For fiscal year 2002, the disposition of loans by the Trusts
was 89% securitizations and 11% whole loan sales.

The Company uses Trusts in a manner consistent with conventional practices in
the securitization industry. Loans totaling $2.2 billion and $1.1 billion were held by
the Trusts as of April 30, 2003 and 2002, respectively. Under generally accepted
accounting principles, because these Trusts are QSPEs, the Company does not
record these loans on the consolidated balance sheets.

In connection with the sale of mortgage loans, the Company provides certain
representations and warranties allowing the purchaser the option of returning the
purchased loans to the Company under certain conditions. The Company may
recognize losses as a result of the repurchase of loans under these arrangements.
The Company maintains reserves for the repurchase of loans based on historical
trends. See note 20 to the consolidated financial statements.




COMMERCIAL PAPER ISSUANCE

The Company participates in the United States and Canadian commercial paper
markets to meet daily cash needs. Commercial paper is issued by BFC and
H&R Block Canada, Inc.,, wholly owned subsidiaries of the Company. The
following chart provides the debt ratings for BFC as of April 30, 2003:

Short-Term Long-Term Outlook
S&P A-2 BBB+ Stable
Moody’s P-2 A3 Stable
Fitch F-1 A Negative

The following chart provides the debt ratings for H&R Block Canada, Inc. as of
April 30, 2003:

Short-Term Corporate Trend
Moody's P-2
DBRS R-1 (low) A Stable

The Company incurs short-term borrowings throughout the year primarily to
fund seasonal working capital needs, dividend payments and purchases of
treasury stock. Borrowings in previous years were also incurred to fund

participation in RALs. Because of the seasonality of its businesses, the Company
has short-term borrowings throughout the year, which peaked at $1.4 billion in
January 2003. No commercial paper was outstanding at April 30, 2003 or 2002.

U.S. commercial paper issuances are supported by an unsecured committed
line of credit (“CLOC”) from a consortium of twenty-two banks. The $2.0 billion
CLOC is subject to annual renewal in October 2003 and has a one-year term-out
provision with a maturity date of October 22, 2004. This line is subject to various
affirmative and negative covenants, including a minimum net worth covenant.

The Canadian issuances are supported by a credit facility provided by one bank
in an amount not to exceed $125 million (Canadian). This line is subject to a
minimum net worth covenant. The Canadian CLOC is subject to annual renewal
in December 2003. There are no rating contingencies under the CLOCs. These
CLOCs were undrawn at April 30, 2003.

Management believes the commercial paper market to be stable. Risks to the
stability of the Company’s commercial paper market participation would be a
short-term rating downgrade, adverse changes in the Company’s financial
performance, non-renewal or termination of the CLOCs, adverse publicity and
operational risk within the commercial paper market. Management believes if
any of these events were to occur, the CLOCs, to the extent available, could be
used for an orderly exit from the commercial paper market, though at a higher
cost to the Company. Additionally, the Company could turn to other sources of
liquidity, including cash, debt issuance under the existing shelf registration and
asset sales or securitizations.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS
A summary of the Company’s obligations to make future payments is as follows:

Contractual Obligations Total Less than 1 year 1-3 years 4-5 years After 5 years
(in 000s)

Long-term debt $ 749,093 $ 1,123 $ 250,345 $ 497,625 S -
Operating leases 522,011 171,041 220,353 75,415 55,202
Acquisition payments 115,874 54,055 48,039 13,780 -
Pension obligation assumed 19,547 2,042 3,110 2,630 11,765
Capital lease obligations 13,013 500 942 1,083 10,488
Total contractual cash obligations $ 1,419,538 $ 228,761 $ 522,789 $ 590,533 $ 77,455

In April 2000, the Company issued $500 million of 8% Senior Notes, due 2007.
The Senior Notes are not redeemable prior to maturity. The net proceeds of this
transaction were initially used to repay a portion of the short-term borrowings
that initially funded the acquisition of OLDE Financial Corporation.

In October 1997, the Company issued $250 million of 6%% Senior Notes, due
2004. The Senior Notes are not redeemable prior to maturity. The net proceeds of
this transaction were used to repay short-term borrowings that initially funded
the acquisition of Option One.

Long-term debt at April 30, 2003 was comprised of the $750 million of Senior
Notes described above, future payments related to the acquisitions of RSM

McGladrey and other Business Services acquisitions, capital lease obligations
and mortgage notes. The Company’s debt to total capital ratio was 34.5% at
April 30, 2003, compared with 40.4% at April 30, 2002.

As of April 30, 2003, the Company had $250 million remaining under its shelf
registration of debt securities for additional debt issuance.

In connection with the Company’s acquisition of the non-attest assets of M&P
in August 1999, the Company assumed certain pension liabilities related to M&P’s
retired partners. The Company makes payments in varying amounts on a monthly
basis. Included in other noncurrent liabilities at April 30, 2003 and 2002 are $19.5
million and $25.7 million, respectively, related to this liability.



A summary of the Company’s commitments, which may or may not require future payments, expire as follows:

Other Commercial Commitments Total Less than 1 year 1-3 years 4-5 years After 5 years
(in 000s)

Commitments to fund mortgage loans $ 2,614,500 $ 2,614,500 $ - $ - $ -
Commitments to sell mortgage loans 1,470,031 1,470,031 - - -
Major franchise acquisition payments 105,000 96,500 8,500 - -
Acquisition contingent payments 52,290 41,740 7,400 3,150 -
Pledged securities 39,719 39,719 - - -
Commitment to fund M&P 26,173 - 26,173 - -
Franchise Equity Lines of Credit 22,729 6,897 9,163 6,648 21
Mortgage loan repurchase obligations 18,859 18,859 - - -
Other commercial commitments 8,375 8,375 - - -
Total commercial commitments $ 4,357,676 $ 4,296,621 $ 51,236 $ 9,798 $ 21

The Company has commitments to fund mortgage loans to customers as long
as there is no violation of any condition established in the contract.
Commitments generally have fixed expiration dates or other termination clauses.
External market forces impact the probability of commitments being exercised,
and therefore, total commitments outstanding do not necessarily represent
future cash requirements.

The Company has entered into whole loan sale agreements with investors in the
normal course of business, which included standard representations and
warranties customary to the mortgage banking industry. Violations of these
representations and warranties may require the Company to repurchase loans
previously sold. A liability has been established related to the potential loss on
repurchase of loans previously sold.

In fiscal year 2000, HRB Royalty, Inc. (“HRB Royalty”), a wholly owned
subsidiary of the Company, placed most of its major franchises on notice that it
would not be renewing their respective franchise agreements as of the next
renewal date. The agreements will expire on varying dates in fiscal years 2004
and 2005. Pursuant to the terms of the applicable franchise agreements, HRB
Royalty must pay the major franchisee a “fair and equitable price” for the
franchise business and such price shall not be less than eighty percent of the
franchisee’s revenues for the most recent twelve months ended April 30, plus the
value of equipment and supplies, and certain off-season expenses. If the
Company were to acquire all of the major franchises with expiring franchise
agreements, the minimum purchase price is estimated to be $105.0 million. The
Company may potentially acquire the franchise businesses over the next several
fiscal years, however, due to continuing litigation and possible negotiations with
major franchisees, there is no certainty all of the major franchisees involved in
the litigation will be acquired or that HRB Royalty and certain major franchisees

will not agree to other arrangements, some of which may not require the abow
payment. Additionally, the timing and cost of acquisition as to any majo
franchise business is not certain due partially to related litigation.

In connection with Business Services’ acquisitions, the purchase agreement:
provide for possible future contingent consideration, which is based on achievin;
certain revenue, profitability and working capital requirements over the next si:
years. The Company estimates the potential payments (undiscounted) tota
approximately $52.3 million as of April 30, 2003. This estimate is based on curren
financial conditions. Should actual results differ materially from the assumptions
the potential payments will differ from the estimate.

The Company has pledged securities totaling $39.7 million, which satisf:
margin deposit requirements as April 30, 2003.

At April 30, 2003, the Company had a receivable from M&P of $31.0 million
Commitments exist to loan M&P up to the value of its accounts receivable, work
in-process and fixed assets ($57.1 million at April 30, 2003) on a revolving basi:
through July 31, 2004, subject to certain termination clauses. This revolving
facility bears interest at the prime rate plus four and one-half percent on the
outstanding amount and a commitment fee of one-half percent per annum on the
unused portion of the commitment. The loan is fully secured by the account:
receivable, work-in-process and fixed assets of M&P.

The Company has contractual commitments to fund certain franchise:
requesting Franchise Equity Lines of Credit (“FELCs™). The commitment to func
FELCs as of April 30, 2003 totaled $56.1 million, with a related receivable balanc:
of $33.3 million included in the consolidated balance sheets. The receivable
represents the amount drawn on the FELCs as of April 30, 2003.

See additional discussion of commitments in note 20 to the consolidate
financial statements.




REGULATORY ENVIRONMENT

Certain state laws restrict or prohibit prepayment penalties on mortgage loans,
and the Company has relied on the federal Alternative Mortgage Transactions
Parity Act (“Parity Act”) and related rules issued in the past by the Office of Thrift
Supervision (“OTS”) to preempt state limitations on prepayment penalties. The
Parity Act was enacted to extend to financial institutions, other than federally
chartered depository institutions, the federal preemption that federally chartered
depository institutions enjoy. However, on September 25, 2002, the OTS released
anew rule that will reduce the scope of the Parity Act preemption and, as a result,
the Company will no longer be able to rely on the Parity Act to preempt state
restrictions on prepayment penalties. The effective date of the new rule,
originally January 1, 2003, was subsequently extended by the OTS until July 1,
2003 in response to concerns from interested parties about the burdens
associated with compliance. The elimination of this federal preemption will
require compliance with state restrictions on prepayment penalties. It is
expected that these restrictions will prohibit the Company from charging any
prepayment penalty in six states and will restrict the amount or duration of
prepayment penalties that the Company may impose in an additional eleven
states. This may place the Company at a competitive disadvantage relative to
financial institutions that will continue to enjoy federal preemption of such state
restrictions. Such institutions will be able to charge prepayment penalties
without regard to state restrictions and, as a result, may be able to offer loans
with interest rate and loan fee structures that are more attractive than the
interest rate and loan fee structures that the Company is able to offer. It is
estimated that the net impact to Mortgage Operations will be a reduction in
revenues of approximately $29.0 million in fiscal year 2004 as a result of the
elimination of prepayment penalties.

The United States, various state, local, provincial and foreign governments and
some self-regulatory organizations have enacted statutes and ordinances, and/or
adopted rules and regulations, regulating aspects of the businesses in which the
Company’s subsidiaries are involved, including, but not limited to, commercial
income tax return preparers, income tax courses, the electronic filing of income
tax returns, the facilitation of refund anticipation loans, loan originations and
assistance in loan originations, mortgage lending, privacy, consumer protection,
franchising, sales methods, brokers, broker-dealers and various aspects of
securities transactions, financial planners, investment advisors, accountants and
the accounting practice. The Company’s subsidiaries seek to determine the
applicability of such statutes, ordinances, rules and regulations (collectively,
“Laws”) and comply with those Laws that apply to their activities. From time to
time in the ordinary course of business, the Company and its subsidiaries receive
inquiries from governmental and self-regulatory agencies regarding the
applicability of Laws to the products and services offered by the Company’s
subsidiaries. In response to past inquiries, the Company’s subsidiaries have
agreed to comply with such Laws, convinced the authorities that such Laws were
not applicable or that compliance already exists, and/or modified such
subsidiaries’ activities in the applicable jurisdiction to avoid the application of all
or certain parts of such Laws. The Company’s management believes that the past
resolution of such inquiries and its ongoing compliance with Laws have not had
a material adverse effect on the consolidated financial statements of the
Company and its subsidiaries. The Company cannot predict what effect future
Laws, changes in interpretations of existing Laws, or the results of future
regulator inquiries with respect to the applicability of Laws may have on the
Company’s subsidiaries, the consolidated financial statements of the Company
and its subsidiaries.

CRITICAL ACCOUNTING POLICIES

The policies discussed below are considered by management to be critical to
securing an understanding of the Company’s financial statements, as they require
the use of significant judgment and estimation in order to measure, at a specific
point in time, matters that are inherently uncertain. Specific risks for these
critical accounting policies are described in the following paragraphs. For all of
these policies, management cautions that future events rarely develop precisely
as forecast, and estimates routinely require adjustment and may require material
adjustment.

Gains on sales of mortgage loans: The Company sells substantially all of the
non-prime mortgage loans it originates to the Trusts, which are QSPEs, with
servicing rights retained. Prime mortgage loans are sold in whole loan sales,
servicing released, to third-party buyers. The Company records the gains on sales
as the difference between cash proceeds and the allocated cost of loans sold.

The Company determines the allocated cost of loans sold based on the relative
fair values of loans sold, mortgage servicing rights (“MSRs™) and a receivable
which represents the ultimate expected outcome from the disposition of the
loans by the Trusts. The relative fair value of the MSRs and the receivable is
determined using discounted cash flow models, which require various

management assumptions (see discussion below in “Valuation of residual
interests” and “Valuation of mortgage servicing rights”). Variations in these
assumptions affect the estimated fair values, which would affect the reported
gains on sales.

The Trusts, as directed by the Trustees, ultimately dispose of the mortgage
loans either through a securitization or a whole loan sale, depending on market
conditions. The ultimate disposition of the loans by the Trusts determines the
timing of the receipt of cash by the Company. If the Trusts choose to sell the
mortgage loans, the Company receives cash for its receivable.

In a securitization transaction, the Trusts transfer the loans and the right to
receive all payments on the loans to a securitization trust, and the company
transfers its receivable. The securitization trust is a QSPE. The securitization
trust issues bonds to third-party investors, which are supported by the cash flows
from the pooled loans. The Company retains an interest in the loans in the form
of a residual interest (including OC accounts and uncertificated interests) and
usually assumes first risk of loss for credit losses in the loan pool. As the cash
flows of the underlying loans and market conditions change, the value of the
Company's residual interests may also change, resulting in either additional
unrealized gains or impairment of the value of the residual interests.



The Company securitizes the majority of its residual interests in NIM
transactions, receives cash and retains a smaller residual interest. The Company
generally receives cash flows on its residual interests only after the bonds issued
to the third-party investors have matured.

Residual interests retained from NIM securitizations may also be bundled and
sold in a subsequent securitization. The sale of mortgage assets requires
management to make various assumptions that may materially affect the gains on
sales.

Valuation of residual interests: The Company uses discounted cash flow
models to arrive at the estimated fair values of its residual interests. The fair
value of residual interests is estimated by computing the present value of the
excess of the weighted-average coupon on the loans sold over the sum of (1) the
coupon on the securitization bonds, (2) a base servicing fee paid to the servicer
of the loans (usually the Company), (3) expected losses to be incurred on the
portfolio of the loans sold (as projected to occur) over the lives of the loans, (4)
fees payable to the trustee and insurer, if applicable, (5) estimated collections of
prepayment penalty income, and (6) payments made to investors on NIM bonds,
if applicable. The residual valuation takes into consideration the current and
expected interest rate environment, including projected changes in future
interest rates and the timing of such changes. Prepayment and loss assumptions
used in estimating the cash flows are based on evaluations of the actual
experience of the Company’s servicing portfolio, the characteristics of the
applicable loan portfolio, as well as taking into consideration the current
economic and interest rate environment and its expected impact. The estimated
cash flows are discounted at an interest rate the Company believes an
unaffiliated third-party purchaser would require as a rate of return on a financial
instrument with a similar risk profile. The Company evaluates the fair values of
residual interests quarterly by updating the actual and expected assumptions in
the discounted cash flow models based on current information and events and by
estimating, or validating with third-party experts, if necessary, what a market
participant would use in determining the current fair value. Variations in the
above assumptions, as well as the discount rate and interest rate assumptions,
could materially affect the estimated fair values, which may require the Company
to record impairments or unrealized gains. In addition, variations will also affect
the amount of residual interest accretion recorded on a monthly basis. See note
7 to the consolidated financial staterments for current assumptions.

Valuation of mortgage servicing rights: The Company sells non-prime
mortgage loans with servicing retained. MSRs are recorded at allocated carrying
amounts based on relative fair values when the loans are sold (see discussion
above in “Gain on sale of mortgage loans”). Fair values of MSRs are determined
based on the present value of estimated future cash flows related to servicing
loans. Assumptions used in estimating the value of MSRs include discount rates,
prepayment speeds (including default), ancillary fee income and other economic
factors. The prepayment speeds are somewhat correlated with the movement of
market interest rates. As market interest rates decline there is a corresponding

increase in actual and expected borrower prepayments as customers refinanc
existing mortgages under more favorable interest rate terms. This in turn reduce
the anticipated cash flows associated with servicing resulting in a reduction, o
impairment, to the fair value of the capitalized MSR. Non-prime loans tend t
have a prepayment penalty in place for the first two to three years, which has th:
effect of making prepayment speeds more predictable, regardless of marke
interest rate movements. Prepayment rates are estimated using the Company’
historical experience and third party market sources. Variations in thes
assumptions could materially affect the carrying value of the MSRs.

MSRs are carried at the lower of cost or market and are reviewed quarterly fo
impairment by management. Impairment is assessed based on the fair value o
each risk stratum. MSRs are stratified by: loan sale date (which approximate
date of origination) and loan type (6-month adjustable, 2 to 3-year adjustable an«
fixed rate). Fair values take into account the historical prepayment activity of the
related loans and management’s estimates of the remaining future cash flows t
be generated by the underlying mortgage loans. If actual prepayment rates provt
to be higher than the estimate made by management, impairment of the MSR:
could occur.

Valuation of goodwill: The Company tests goodwill for impairment annuall;
or more frequently whenever events occur or circumstances change which woulc
more likely than not reduce the fair value of a reporting unit below its carryin;
amount. The Company has defined its reporting units as its operating segment:
or one level below. The first step of the impairment test is to compare th:
estimated fair value of the reporting unit to its carrying value. If the carryiny
value is less than fair value, no impairment exists. If the carrying value is greate
than fair value, a second step is performed to determine the fair value of goodwil
and the amount of impairment loss, if any. In estimating each reporting unit’s fai
value using discounted cash flow projections and market comparables, whet
available, management makes assumptions, including discount rates, growtl
rates and terminal values. Changes in the projections or assumptions coul
materially affect fair values.

Litigation: The Company’s policy is to routinely assess the likelihood of an;
adverse judgments or outcomes related to legal matters, as well as ranges o
probable losses. A determination of the amount of the reserves required, if any
for these contingencies is made after thoughtful analysis of each known issue an¢
an analysis of historical experience in accordance with Statement of Financia
Accounting Standards No. 5, “Accounting for Contingencies,” and relatec
pronouncements. Therefore, the Company has recorded reserves related t«
certain legal matters for which it is probable that a loss has been incurred and the
range of such loss can be estimated. With respect to other matters, managemen
has concluded that a loss is only reasonably possible or remote and, therefore, n«
liability is recorded. In addition, there are certain gain contingencies for whicl
the Company has not recorded an asset because realization is not considerec
probable as of the balance sheet date.




Other significant accounting policies: Other significant accounting policies,
not involving the same level of measurement uncertainties as those discussed
above, are nevertheless important to an understanding of the financial
statements. These policies require difficult judgments on complex matters that
are often subject to multiple sources of authoritative guidance. Certain of these
matters are among topics currently under reexamination by accounting

standards setters and regulators. Although no specific conclusions reached by
these standard setters appear likely to cause a material change in the Company's
accounting policies, outcomes cannot be predicted with confidence. Also see
note 1 to the consolidated financial statements which discusses accounting
policies that must be selected by management when there are acceptable
alternatives.

CONTROLS AND PROCEDURES

Disclosure controls are procedures that are designed to ensure information is
recorded, processed, summarized and reported in accordance with the rules of
the Securities and Exchange Commission. Disclosure controls are also designed
to ensure such information is accumulated and communicated to management,
including the Chief Executive Officer and Chief Financial Officer, as appropriate,
to allow timely decisions regarding required disclosures.

In conjunction with management, including the Chief Executive Officer and
Chief Financial Officer, the Company has evaluated the effectiveness of the
design and operation of its disclosure controls and procedures within 90 days
prior to the filing date of this annual report. Based on this evaluation, the Chief
Executive Officer and Chief Financial Officer have concluded these controls and
procedures are effective. There have been no significant changes in internal
controls, or in other factors, which would significantly affect these controls
subsequent to the date of evaluation.

FORWARD-LOOKING INFORMATION

The Notes to the Consolidated Financial Statements, as well as other information
contained in this Annual Report to Shareholders may contain forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. Such statements are based
upon current information, expectations, estimates and projections regarding the
Company, the industries and markets in which the Company operates, and
management's assumptions and beliefs relating thereto. Words such as “will,”
“plan,” “expect,” “remain,” “intend,” “estimate,” “approximate,” and variations
thereof and similar expressions are intended to identify such forward-looking
statements. These statements speak only as of the date on which they are made,
are not guarantees of future performance, and involve certain risks, uncertainties
and assumptions that are difficult to predict. Therefore, actual outcomes and
results could materially differ from what is expressed, implied or forecast in such
forward-looking statements. Such differences could be caused by a number of
factors including, but not limited to, the uncertainty of laws, legislation,
regulations, supervision and licensing by Federal, state and local authorities and
self-regulatory organizations and their impact on any lines of business in which
the Company’s subsidiaries are involved; unforeseen compliance costs; the
uncertainty that the Company will achieve or exceed its revenue, earnings and
earnings per share growth goals and expectations for fiscal year 2004; the
uncertainty that actual fiscal year 2004 financial results will fall within the

L

guidance provided by the Company; the uncertainty that the growth rate for
mortgage originations in the Mortgage Operations segment will equal or exceed
the growth rate experienced in fiscal year 2003; the uncertainty as to the effect
on the consolidated financial statements of the adoption of accounting
pronouncements; risks associated with sources of liquidity for each of the lines
of business of the Company; changes in interest rates; changes in economic,
political or regulatory environments; changes in competition and the effects of
such changes; the inability to implement the Company’s strategies; changes in
management and management strategies; the Company’s inability to successfully
design, create, modify and operate its computer systems and networks; the
uncertainty of assumptions utilized to estimate cash flows from residual interests
in securitizations and mortgage servicing rights; the uncertainty of assumptions
and criteria used in the testing of goodwill and long-lived assets for impairment;
litigation involving the Company and its subsidiaries; the uncertainty as to the
outcome of any RAL litigation; the uncertainty as to the timing or cost of
acquisition as to any franchise business; and risks described from time to time in
reports and registration statements filed by the Company and its subsidiaries
with the Securities and Exchange Commission. Readers should take these factors
into account in evaluating any such forward-looking statements. The Company
undertakes no obligation to update publicly or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.




CONSOLIDATED INCOME STATEMENTS

H&R BLOCK, INC.

Amounts in thousands, except per share amounts

Year Ended April 30 2003 2002 2001
REVENUES:
Service revenues $ 2,375,212 $ 2,333,064 $ 2,179,896
Gains on sales of mortgage assets 775,341 456,958 244,789
interest income 297,185 206,433 279,833
Product sales 144,691 127,226 101,489
Royalties 174,659 164,615 149,683
Other 12,679 29,440 25,647
3,779,767 3,317,736 2,981,337
OPERATING EXPENSES:
Employee compensation and benefits 1,401,434 1,308,705 1,192,294
Occupancy and equipment 345,960 305,387 283,181
Depreciation and amortization 161,821 155,386 205,608
Marketing and advertising 150,172 155,728 110,973
Interest 92,644 116,141 242,551
Supplies, freight and postage 88,748 75,710 70,440
Texas litigation reserve 41,672 - -
impairment of goodwill 35,777 - -
Other 481,297 485,250 411,224
2,799,525 2,602,308 2,516,271
Operating income 980,242 715,428 465,066
Other income, net 6,835 1,412 8,012
Income before taxes 987,077 716,840 473,078
Income taxes 407,013 282,435 196,330
NET INCOME BEFORE CHANGE IN ACCOUNTING PRINCIPLE 580,064 434,405 276,748
Cumulative effect of change in accounting principle for derivatives and hedging activities
{less applicable income taxes of $2,717) - - 4,414
NET INCOME $ 580,064 $ 434,405 $ 281,162
BASIC EARNINGS PER SHARE:
Net earnings before change in accounting principle $ 3.23 $ 2.38 $ 1.50
Cumulative effect of change in accounting principle - - .03
Net earnings $ 3.23 $ 2.38 § 1.53
DILUTED EARNINGS PER SHARE:
Net earnings before change in accounting principle $ 3.15 $ 2.31 $ 1.49
Cumulative effect of change in accounting principle - - .03
Net earnings $ 3.15 $ 2.31 § 152

See notes to consolidated financial statements on pages 50-75.



CONSOLIDATED BALANCE SHEETS

H&R BLOCK, INC.

Amounts in thousands, except share and per share amounts

April 80 2003 2002
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 875,353 $ 436,145
Cash and cash equivalents - restricted 438,242 152,173
Marketable securities - trading 23,859 28,370
Receivables from customers, brokers, dealers and clearing organizations, net 517,037 844,538
Receivables, net 403,197 368,345
Prepaid expenses and other current assets 489,673 415,572
Total current assets 2,747,361 2,245,143
OTHER ASSETS
Investments in available-for-sale marketable securities 17,030 15,260
Residual interests in securitizations 264,337 365,371
Mortgage servicing rights 99,265 81,893
Intangible assets, net 341,865 383,085
Goodwill, net 714,215 723,856
Property and equipment, net 288,594 286,500
Other 131,238 129,683
$ 4,603,905 $ 4,230,791
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Current portion of long-term debt $ 55,678 $ 59,656
Accounts payable to customers, brokers and dealers 862,694 903,201
Accounts payable, accrued expenses and deposits 468,933 410,622
Accrued salaries, wages and payroll taxes 210,629 253,401
Accrued income taxes 299,262 252,822
Total current liabilities 1,897,196 1,879,702
LONG-TERM DEBT 822,302 868,387
OTHER NONCURRENT LIABILITIES 220,698 113,282
COMMITMENTS AND CONTINGENCIES (Note 20)
STOCKHOLDERS' EQUITY
Common stock, no par, stated value $.01 per share, authorized 500,000,000 shares 2,179 2,179
Convertible preferred stock, no par, stated value $.01 per share, authorized 500,000 shares - -
Additional paid-in capital 496,393 468,052
Accumulated other comprehensive income 36,862 44,128
Retained earnings 2,221,868 1,767,702
Less cost of common stock in treasury (1,093,593) (912,641)
Total stockholders’ equity 1,663,709 1,369,420
$ 4,603,905 § 4,230,791

See notes to consolidated financial statements on pages 50-75.




CONSOLIDATED STATEMENTS OF CASH FLOWS H&R BLOCK, INC.

Amounts in thousands

Year Ended April 30 2003 2002 2001
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 580,064 $ 434,405 $ 281,162
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 161,821 155,386 205,608
Provision for bad debt 49,748 76,804 84,422
Accretion of acquisition liabilities 9,200 11,700 11,863
Provision for deferred taxes on income 63,849 30,136 (38,870)
Net (gain) loss on sale of marketable securities 185 423) (17,744)
Accretion of residual interests in securitizations (145,165) (50,583) (21,824)
Impairment of residual interests in securitizations 54,111 30,987 9,467
Realized gain on sale of residual interests in securitizations (130,881) - -
Additions to trading securities - residual interests in securitizations (542,544) (809,228) (386,207)
Proceeds from net interest margin transactions 541,791 783,171 319,620
Additions to mortgage servicing rights (65,345) (65,630) (37,661)
Amortization of mortgage servicing rights 47,107 33,890 18,147
impairment of mortgage servicing rights 866 11,643 -
Impairment of goodwill 35,777 - -
Tax benefit from stock option exercises 37.304 57,809 2,235
Changes in assets and liabilities, net of acquisitions:
Cash and cash equivalents - restricted (286,069) (67,976) (51,014)
Receivables from customers, brokers, dealers and clearing organizations 326,824 465,926 1,544,640
Receivables (87,140) (86,531} (399,239)
Mortgage loans held for sale:
Originations and purchases (17.827,828) (11,771,688) (7,254,552)
Sales and principal repayments 17,837,323 11,780,758 7,336,659
Prepaid expenses and other current assets (24,636) (179,694) (88,515)
Accounts payable to customers, brokers and dealers (40,507) (154,799) (1,512,200)
Accounts payable, accrued expenses and deposits 59,265 57,608 133,695
Accrued salaries, wages and payroll taxes (42,772) 31,751 48,901
Accrued income taxes 46,440 (42,777) 66,465
Other, net 32,037 8,801 (6,707)
Net cash provided by operating activities 690,825 741,446 248,351

CASH FLOWS FROM INVESTING ACTIVITIES:
Available-for-sale securities:

Purchases of available-for-sale securities (14,614) (7,241) (10,636)
Cash received from residual interests in securitizations 140,795 67,070 16,024
Cash proceeds from sale of residual interests in securitizations 142,486 - -
Maturities of other available-for-sale securities - 8,250 5,500
Sales of other available-for-sale securities 14,081 23,173 356,192
Purchases of property, plant and equipment, net (150,897) (111,775) (92,411)
Payments made for business acquisitions, net of cash acquired (26,408) (46,738) (21,143)
Other, net 19,896 8,228 1,231
Net cash provided by (used in) investing activities 125,339 (59,033) 254,757
CASH FLOWS FROM FINANCING ACTIVITIES:
Repayments of notes payable (9,925,516) (10,622,011) (18,219,741)
Proceeds from issuance of notes payable 9,925,516 10,622,011 17,935,944
Payments on acquisition debt (57.469) (50,594) (68,743)
Dividends paid (125,898) (115,725) (108,374)
Payments to acquire treasury shares (317,570) (462,938) (222,895)
Proceeds from issuance of commor stock 126,325 195,233 18,550
Other, net (2,344) 140 2,049
Net cash used in financing activities (376,956) (433,884) (662,210)
Net increase (decrease) in cash and cash equivalents 439,208 248,529 (159,102)
Cash and cash equivalents at beginning of the year 436,145 187,616 346,718
Cash and cash equivalents at end of the year $ 875,353 $ 436,145 $ 187,616

See notes to consolidated financial statements on pages 50-75.



CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

H&R BLOCK, [NC.

Amounts in thousands, except per share amounts

Accumulated

Convertible Additional Other
Common Stock Preferred Stock Paid-in Comprehensive Retained Treasury Stock Total
Shares Amount Shares Amount Capital Income (loss) Earnings Shares Amount Equity
Balances at April 30, 2000 217,945 $ 2,178 - - $ 420,594 $ (26,241) 3§ 1,276,234 (21,875) §$ (454177) § 1,218,589
Net income - - - - - - 281,162 - - -
Unrealized loss on translation - - - - - (11,864) - - ~ -
Change in net unrealized gain
on marketable securities - - - - - (4,662) - - - -
Comprehensive income - - - - - - - ~ - 264,636
Stock options exercised - - - - (68) - - 1,001 19,121 19,053
Restricted stock awards - - - - (382) - - 114 2,252 1,870
Stock issued for ESPP - - - - (187) - - 55 1,049 862
Acquisition of treasury shares - - - - - - - (13,632) (222,895) (222,895}
Cash dividends paid -
$.5875 per share - - - - - - (108,374) - - (108,374)
Balances at April 30, 2001 217,945 2,179 - - 419,957 (42,767) 1,449,022 (34,337) (654,650) 1,173,741
Net income - - - - - - 434,405 - - -
Unrealized loss on translation - - - - - (875) - - - -
Change in net unrealized gain
on marketable securities - - - - - 87,770 - - - -
Comprehensive income - - - - - - - - - 521,300
Stock options exercised - - - - 47,590 - - 9,662 202,500 250,090
Restricted stock awards - - - - 237 - - 17 400 637
Stock issued for ESPP - - - - 268 - - 97 2,047 2,315
Acquisition of treasury shares - - - - - - - (12,259) (462,938) (462,938)
Cash dividends paid —
$.63 per share - - - - - - (115,725) - - (115,725)
Balances at April 30, 2002 217,945 2,179 - - 468,052 44,128 1,767,702 (36,820) (912,641) 1,368,420
Net income - - - - - - 580,064 - - -
Unrealized gain on translation - - - - - 17.415 - - - -
Change in net unrealized gain
on marketable securities - - - - - (24,681) - - - -
Comprehensive income - - - - - - - - - 572,798
Stock options exercised - - - - 27,241 - - 5,070 135,409 162,650
Restricted stock awards - - - - 5 - - (64) (1,306) (1,301)
Stock issued for ESPP - - - - 1,095 - - 94 2,515 3,610
Acquisition of treasury shares - - - - - - - (6,624) (317,570) (317,570)
Cash dividends paid —
$.70 per share - - - - - - (125,898) - - (125,898)
Balances at April 30, 2003 217,945 $2,179 - - $ 496,393 $ 36,862 $2,221,868 (38,344) $(1,093,593) $ 1,663,709

See notes to consolidated financial statements on pages 50-75.




NQOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Dollars in thousands, except share data

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

MNature of operations: The operating subsidiaries of H&R Block, Inc. (the
“Company”) provide a variety of financial services to the general public,
principally in the United States, but also in Canada, Australia and the United
Kingdom. Specifically, the Company offers tax return preparation and electronic
filing of tax returns; origination, sale and servicing of non-prime and prime
mortgages; investment services through a broker-dealer; personal productivity
software, refund anticipation loan products offered by a third-party lending
institution; and accounting, tax and consulting services to business clients.

Principles of consolidation: The consolidated financial statements include the
accounts of the Company, all majerity-owned subsidiaries and companies it
directly or indirectly controls. All material intercompany transactions and
balances have been eliminated.

Some of the Company’s subsidiaries operate in regulated industries, and their
underlying accounting records reflect the policies and requirements of these
industries.

Reclassifications: Certain reclassifications have been made to prior year
amounts to conform to the current year presentation. These reclassifications had
no effect on the results of operations or shareholders’ equity as previously
reported.

Management estimates: The preparation of financial statements in
conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during
the reporting periods. Actual results could differ from those estimates.

Cash and cash equivalents: Cash and cash equivalents include cash on hand,
cash due from banks and securities purchased under agreements to resell. For
purposes of the consolidated balance sheets and consolidated statements of cash
flows, all non-restricted highly liquid instruments purchased with an original
maturity of three months or less are considered to be cash equivalents.

The Company's broker-dealers purchase securities under agreements to resell
and account for them as collateralized financings. The securities are carried at
the amounts at which the securities will be subsequently resold, as specified in
the respective agreements. Collateral relating to investments in repurchase
agreements is held by independent custodian banks. The securities are revalued
daily and collateral added whenever necessary to bring market value of the
underlying collateral equal to or greater than the repurchase amount specified in
the contracts.

Cash and cash equivalents - restricted: Cash and cash equivalents - restricted
consists primarily of securities purchased under agreements to resell and cash
which has been segregated in a special reserve account for the exclusive benefit
of customers pursuant to federal regulations under Rule 15¢3-3 of the Securities
Exchange Act of 1934. Also included are cash balances held for outstanding
commitments to fund mortgage loans and funds held to pay payroll taxes on
behalf of customers.

Marketable securities - trading: Certain marketable debt securities held by
the Company’s broker-dealers are classified as trading, carried at market value

(based on quoted prices) and marked to market through the consolidated income
statements. Certain residual interests in securitizations of mortgage loans are
classified as trading, based on management’s intentions and criteria as
established by the Company, are carried at market value (based on discountec
cash flow models) and marked to market through the consolidated income
statements.

Receivables from customers, brokers, dealers and clearing organization:
and accounts payable to customers, brokers and dealers: Custome
receivables and payables consist primarily of amounts due on margin and cast
transactions. These receivables are collateralized by customers’ securities held
which are not reflected in the accompanying consolidated financial statements.

Receivables from brokers are collateralized by securities in physical possessior
of, or on deposit with, the Company or receivables from customers or othei
brokers. The allowance for doubtful accounts represents an amount considerec
by management to be adequate to cover potential losses.

Securities borrowed and securities loaned transactions are generally reportec
as collateralized financing. These transactions require deposits of cash and/o
collateral with the lender. Securities loaned consist of securities owned by
customers that were purchased on margin. When loaning securities, cast
collateral approximately equal to the value of the securities loaned is received
The amount of cash collateral is adjusted, as required, for market fluctuations ir
the value of the securities loaned. Interest rates paid on the cash collatera
fluctuate as short-term interest rates change.

Receivables: Receivables consist primarily of Business Services accounts
receivable and mortgage loans held for sale. Mortgage loans held for sale are
carried at the lower of aggregate cost or market value as determined by
outstanding commitments from investors or current investor-yield requirements
calculated on an aggregate basis. The allowance for doubtful accounts represents
an amount considered by management to be adequate to cover potential losses
related to its non-mortgage loan receivable balance.

Marketable securities - available-for-sale: Certain marketable debt anc
equity securities are classified as available-for-sale, based on management’
intentions and criteria as established by the Company, and are carried at marke:
value (based on quoted prices) with unrealized gains and losses included in othe:
comprehensive income. If losses are determined to be other-than-temporary, the
security is written down to fair value with the realized loss, net of any unrealizec
gain previously recorded in other comprehensive income, included in the
consolidated income statements. The cost of marketable securities sold it
determined on the specific identification method.

Residual interests in securitizations: Residual interests are classified ac
available-for-sale securities, and are carried at market value (based or
discounted cash flow models) with unrealized gains included in othe
comprehensive income. The residual interests are accreted over the estimatec
life of the securitization structure. If the carrying value exceeds market value, the
residual is written down to market value with the realized loss, net of anj
unrealized gain previously recorded in other comprehensive income, included ir
gains on sales of mortgage assets in the consolidated income statements.



The Company estimates future cash flows from these residuals and values them
utilizing assumptions it believes to be consistent with those of unaffiliated third-
party purchasers. The Company estimates the fair value of residuals by
computing the present value of the excess of the weighted-average interest rate
on the loans sold over the sum of (1) the coupon on the securitization bonds, (2)
a base servicing fee paid to the servicer of the loans (which is usually the
Company), (3) expected losses to be incurred on the portfolio of the loans sold
(as projected to occur) over the lives of the loans, (4) fees payable to the trustee
and insurer, if applicable, (5) estimated collections of prepayment penalty fee
income, and (6) payments made to investors on NIM bonds, if applicable. The
residual valuation takes into consideration the current and expected interest rate
environment, including projected changes in future interest rates and the timing
of such changes. Prepayment and loss assumptions used in estimating the cash
flows are based on evaluation of the actual experience of the servicing portfolio,
the characteristics of the applicable loan portfolio, as well as also taking into
consideration the current and expected economic and interest rate environment
and its expected impact. The estimated cash flows are discounted at an interest
rate the Company believes an unaffiliated third-party purchaser would require as
arate of return on a financial instrument with a similar risk profile. The Company
evaluates the fair values of residual interests quarterly by updating the actual and
expected assumptions in the disounted cash flow models based on current
information and events and by estimating, or validating with third-party experts,
if necessary, what a market participant would use in determining the current fair
value. To the extent that actual excess cash flows are different from estimated
excess cash flows, the fair value of the residual could increase or decrease.

Mortgage servicing rights: Mortgage servicing rights (“MSRs”) are retained in
the sale of mortgage loans and are recorded at allocated carrying amounts based
on relative fair values at the time of the sale. The MSRs are carried at the lower
of cost or fair value. Fair values of MSRs are determined based on the present
value of estimated future cash flows related to servicing loans. Assumptions used
in estimating the value of MSRs include market discount rates and anticipated
prepayment speeds (including default), estimated ancillary fee income and other
economic factors. The prepayment speeds are estimated using the Company'’s
historical experience and third-party market sources.

The MSRs are amortized to earnings in proportion to, and over the period of,
estimated net future servicing income. MSRs are reviewed quarterly for
impairment. MSRs are stratified by: loan sale date (which approximates date of
origination) and loan type (6-month adjustable, 2 to 3-year adjustable and fixed
rate). Impairment is assessed based on the fair value of each risk stratum. When
MSRs are reviewed, management makes an estimate of the future prepayment
rates and other key variables of the underlying mortgage loans. If actual
performance proves to be worse than the estimate, impairment of MSRs could
occur.

Intangible assets and goodwill: In May 2001, the Company elected early
adoption of Statement of Financial Accounting Standards No. 141, “Business
Combinations,” and No. 142, “Goodwill and Other Intangible Assets” (“SFAS 141
and 142").

In applying SFAS 142, the Company re-evaluated the useful lives of these
separable intangible assets. The weighted-average life of the remaining intangible
assets with finite lives is 10 years. In accordance with SFAS 141, on the date of
adoption, the previously identified intangible assets of assembled workforce and
management infrastructure were subsumed into goodwill.

The adoption of SFAS 141 and 142 has had a significant effect on the
consolidated income statements for fiscal years 2003 and 2002, due to the
cessation of goodwill amortization beginning May 1, 2001. Had the provisions of
SFAS 141 and 142 been applied for the year ended April 30, 2001 net income and
earnings per basic and diluted share would have been as follows:

2001
Net income | Basic per share | Diluted per share

Net income:

As reported $ 281,162 $ 1.53 $ 152
Add amortization (net of tax):

Goodwill 29,508 16 16

Assembled workforce 15,733 .09 .09

Management infrastructure 902 - -

Trade name 1,722 .01 01
Adjusted net income $ 329,028 $ 1.79 $ 178

On the date of adoption and at least annually, SFAS 142 requires testing of
goodwill for impairment. No indications of goodwill impairment were found
during fiscal year 2002. During fiscal year 2003, impairment charges of $24,000
and $11,777 were recorded in the Investment Services and Business Services
segments, respectively.

In addition, long-lived assets, including intangible assets, are assessed for
impairment whenever events or circumstances indicate the carrying value may
not be fully recoverable by comparing the carrying value to future undiscounted
cash flows. To the extent there is impairment, analysis is performed based on
several criteria, including, but not limited to, revenue trends, discounted
operating cash flows and other operating factors to determine the impairment
amount. No material impairment adjustments to other intangible assets or other
long-lived assets were made during fiscal year 2003 or 2002.

Propeity and equipment: Buildings and equipment are stated at cost and are
depreciated over the estimated useful lives of the assets using the straight-line
method. Leasehold improvements are stated at cost and are arnortized over the
lesser of the term of the respective lease or the estimated useful life, using the
straight-line method. Estimated useful lives are 15 to 40 years for buildings, 3 to
5 years for computers and other equipment and up to 8 years for leasehold
improverments.

The Company capitalizes certain costs associated with software developed or
obtained for internal use. These costs are amortized over 36 months using the
straight-line method.

Notes payable: Short-term borrowings are used to finance temporary liquidity
needs and various financial activities conducted by the Company. There were no
notes payable outstanding at April 30, 2003 and 2002.

Revenue recognition: Service revenues consist primarily of fees for
preparation and filing of tax returns, system administration fees associated with
refund anticipation loans (“RALs”) and refund anticipation checks, mortgage
loan servicing fees, brokerage commissions and fees for consulting services.
Generally, service revenues are recorded in the period in which the service is
performed. Commissions revenue is recognized on a trade-date basis. Revenues
for services rendered in connection with the Business Services segment are
recognized on a time and materials basis.



Gains on sales of mortgage assets are recognized when control of the assets are
surrendered (when loans are sold to qualifying special purpose entities (“Trusts™))
and are based on the difference between cash proceeds and the allocated cost of the
assets sold.

Interest income consists primarily of interest earned on customer margin loan
balances and mortgage loans, and accretion income. Interest income on customer
margin loan balances is recognized daily as earned based on current rates charged
to customers for their margin balance. Accretion income represents interest earned
over the life of residual interests using the effective interest method.

Product sales consist mainly of tax preparation software, other personal
productivity software, online do-it-yourself tax preparation and the Peace of Mind
guarantee program. Sales of software are recognized when the product is ultimately
sold to the end user. A portion of Peace of Mind revenues is recognized when the
product is sold. The remaining revenues are recognized over the guarantee period in
proportion to the costs expected to be incurred under the contract.

Franchise royalties, based upon the contractual percentages of franchise
revenues, are recorded in the period in which the franchise provides the service.

Advertising expense: Advertising costs are expensed the first time the
advertisement is run.

Income taxes: The Company and its subsidiaries file a consolidated Federal
income tax return on a calendar year basis. Therefore, the current liability for
income taxes recorded in the balance sheet at each fiscal year end consists
principally of income taxes for the period January 1 to April 30 of the respective
year. Deferred taxes are provided for temporary differences between financial
and tax reporting, which consist principally of deductible goodwill, residual
interests, accrued expenses, deferred compensation, mortgage servicing rights
and allowances for credit losses.

Litigation: The Company’s policy is to routinely assess the likelihood of any
adverse judgments or outcomes related to legal matters, as well as ranges of
probable losses. A determination of the amount of the reserves required, if any,
for these contingencies is made after thoughtful analysis of each known issue and
an analysis of historical experience in accordance with Statement of Financial
Accounting Standards No. 5, “Accounting for Contingencies,” and related
pronouncements. Therefore, the Company has recorded reserves related to
certain legal matters for which it is probable that a loss has been incurred and the
range of such loss can be estimated. With respect to other matters, management
has concluded that a loss is only reasonably possible or remote and, therefore, no
liability is recorded. In addition, there are certain gain contingencies for which
the Company has not recorded an asset because realization is not considered
probable as of the balance sheet date.

Foreign currency translation: Assets and liabilities of foreign subsidiaries are
translated into U.S. dollars at exchange rates prevailing at the end of the year.
Revenue and expense transactions are translated at the average of exchange
rates in effect during the period. Translation gains and losses are recorded in
other comprehensive income.

Stock-based compensation plans: The Company accounts for its stock-based
compensation plans in accordance with Accounting Principles Board Opinion
No. 25, “Accounting for Stock Issued to Employees” (“APB 257), as allowed under
Statement of Financial Accounting Standards No. 123, “Accounting for Stock-
Based Compensation” (“SFAS 123").

Had compensation cost for the stock compensation plans been determined in
accordance with the fair value accounting method prescribed under SFAS 123, the
Company’s net income and earnings per share would have been as follows:

Year Ended April 30 2003 2002 2001
Net income, as reported $ 580,064 $ 434,405 $ 281,162
Less: Total stock-based employee

compensation expense

determined under the fair value

based method for all awards, net

of related tax effects (19,820) (34,045) (18,461)
Pro forma net income $ 560,244 $ 400,360 § 262,701
Basic earnings per share:

As reported $ 3.23 $ 2.38 $ 1.53

Pro forma 3.12 2.19 143 .
Diluted earnings per share:

As reported $ 3.15 § 231 $ 152 |

Pro forma 3.06 2.13 1.42 |

Derivative activities: Statement of Financial Accounting Standards No. 133,
“Accounting for Derivative Instruments and Hedging Activities,” (“SFAS 133”) and
Statement of Financial Accounting Standards No. 138, “Accounting for Derivative
Instruments and Certain Hedging Activities, an amendment of FASB Statement No.
133" (“SFAS 138”) establishes accounting and reporting standards for derivative and
hedging activities, and requires companies to record derivative instruments as assets
or liabilities, measured at fair value. The recognition of gains or losses resulting from
changes in the values of those derivative instruments is based on the use of each
derivative instrument and whether it qualifies for hedge accounting.

In fiscal year 2001, the Company adopted SFAS 133 and 138 and initially identified
derivative instruments related to certain of its commitments to originate residential
mortgage loans. The commitments that qualified as derivative instruments totaled
$252,593 at April 30, 2001. The transition adjustment for the adoption of SFAS 133 and
SFAS 138 of $4,414, net of taxes, is shown as the cumulative effect of a change in
accounting principle in the consolidated income statement for the year ended
April 30, 2001.

The Company uses derivative instruments as part of its overall strategy to reduce
exposure to fluctuations in interest rates and to fair value changes in mortgage loans
held for sale. The primary derivative instruments utilized by the Company include
forward sales of mortgage-backed securities. Derivative instruments with a positive
fair value at year-end, representing a receivable from a counterparty, are included in
prepaid expenses and other current assets on the consolidated balance sheet.
Derivative instruments with a negative fair value at year-end, representing a payable
to a counterparty, are included in accounts payable, accrued expenses and deposits
in the consolidated balance sheet. Changes in the fair value of derivative instruments
are reflected in income.



Commitments to fund loans are freestanding derivative instruments and do not
qualify for hedge accounting treatment. The mark-to-market of these commitments
is included in prepaid expenses and other current assets, while changes in the fair
value are recognized in gains on sales of mortgage assets on the consolidated income
statements.

Disclosure regarding certain financial instruments: The carrying values reported
in the balance sheet for cash equivalents, receivables, accounts payable, accrued
liabilities and the current portion of long-term debt approximate fair market value
due to the relative short-term nature of the respective instruments.

New accounting standards: In April 2003, Statement of Financial Accounting
Standards No. 149, “Amendment of Statement 133 on Derivative Instruments and
Hedging Activities” (“SFAS 149") was issued. SFAS 149 amends SFAS 133 to clarify
the definition of a derivative and incorporate many of the implementation issues
cleared as a result of the Derivatives Implementation Group process. This statement
is effective for contracts entered into or modified after June 30, 2003 and should be
applied prospectively after that date. The Company is currently evaluating what
effect, if any, the adoption of SFAS 149 will have on the consolidated financial
statements.

In January 2003, the Financial Accounting Standards Board (“FASB") issued
Interpretation No. 46, “Consolidation of Variable Interest Entities” (“FIN 46™). FIN 46
provides guidance with respect to the consolidation of certain variable interest
entities (“VIEs”) whereby a VIE must be consolidated by its primary beneficiary if the
entity does not effectively disperse risks among parties involved. The primary
beneficiary is one that absorbs a majority of the expected losses, residual returns, or
both as a result of holding variable interests. FIN 46 also requires disclosures for both
the primary beneficiary of a VIE and other parties with a significant variable interest
in the entity. The provisions of FIN 46 apply immediately to VIEs created after
January 31, 2003, and to VIEs in which an enterprise obtains an interest after that
date. FIN 46 applies, in the first fiscal year or interim period beginning after June 15,
2003, to VIEs in which an enterprise holds a variable interest it acquired before
February 1, 2003. In addition, FIN 46 requires certain transitional disclosures if an
enterprise believes it is reasonably possible that it will determine it has a significant
variable interest in a VIE upon the date of application. The Company has not obtained
an interest in a new or existing VIE subsequent to January 31, 2003. The Company is
continuing its evaluation of interests in potential VIEs, which would be subject to the
provisions of FIN 46 for the second quarter of fiscal year 2004.

In December 2002, Statement of Financial Accounting Standards No. 148,
“Accounting for Stock-Based Compensation — Transition and Disclosure” (“SFAS
148™) was issued and amends SFAS 123. SFAS 148 provides alternative methods of
transition for a voluntary change to the fair value based method of accounting for
stock-based employee compensation. In addition, this statement amends prior
disclosure requirements to require prominent disclosures in both annual and interim
financial statements about the method of accounting for stock-based employee
compensation and the effect of the method used on reported results. The transition
provisions are effective for financial statements for fiscal years ending after

December 15, 2002. The enhanced disclosure requirements are effective for periods
beginning after December 15, 2002. The Company accounts for stock-based
compensation in accordance with APB 25, and has adopted the disclosure provisions
of SFAS 148. On May 1, 2003 the Company will adopt the fair value recognition
provisions preferred under SFAS 123, and will prospectively recognize compensation
expense on future awards granted, modified or settled after April 30, 2003.

In November 2002, Emerging Issues Task Force Issue No. 00-21, “Revenue
Arrangements with Multiple Deliverables” (“EITF 00-21") was issued. EITF 0021
requires consideration received in connection with arrangements involving multiple
revenue generating activities to be measured and allocated to each separate unit of
accounting in the arrangement. Revenue recognition would be determined separately
for each unit of accounting within the arrangement. EITF 00-21 is effective for
revenue arrangements entered into in fiscal periods beginning after June 15, 2003.
The Company is currently evaluating the effect of EITF 00-21 on the consolidated
financial statements.

In November 2002, the FASB issued Interpretation No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others” (“FIN 45™), which addresses the disclosure to be made by a
guarantor in its interim and annual financial statements about its obligations under
guarantees. FIN 45 also requires the guarantor to recognize a liability for the non-
contingent component of the guarantee, which is the obligation to stand ready to
perform if specified triggering events or conditions occur. The initial measurement of
this liability is the fair value of the guarantee at inception. The Company has adopted
the disclosure requirements of FIN 45 and, in accordance with the transition rules of
the pronouncement, has applied the recognition and measurement provisions for all
guarantees entered into or modified after December 31, 2002 (see note 20). The
adoption of FIN 45 did not have a material effect on the consolidated financial
statements.

In June 2002, Statement of Financial Accounting Standards No. 146 “Accounting for
Costs associated with Exit or Disposal Activities” (“SFAS 146”) was issued. SFAS 146
addresses accounting and reporting for costs associated with exit or disposal
activities and nullifies EITF No. 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring).” SFAS 146 is effective for exit or disposal activities
initiated after December 31, 2002. The adoption of SFAS 146 did not have a material
effect on the consolidated financial statements.

On May 1, 2002, the Company adopted Statement of Financial Accounting
Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”
(“SFAS 144™). SFAS 144 establishes a single accounting model, based on the
framework established in SFAS 121, for long-lived assets to be disposed of by sale.
The adoption of SFAS 144 did not have a material effect on the consolidated financial
statements.

The estimated impact of these new accounting standards reflects current views.
There may be material differences between these estimates and the actual impact of
these standards.




NOTE 2: BUSINESS COMBINATIONS AND DISPOSALS

During fiscal year 2003, the Company acquired two accounting firms. Cash payments
related to these acquisitions totaled $2,568, with additional cash payments of $2,848
over the next five years. Each acquisition was accounted for as a purchase and,
accordingly, results for each acquisition are included since the date of acquisition.
The purchase agreements also provide for possible future contingent consideration
of approximately $250. The following intangible assets were valued in the
acquisitions: customer relationships of $2,242 and noncompete agreements of $728.
The weighted average life of the intangible assets is eleven years. Goodwill
recognized in these transactions was $2,404, which is deductible for tax purposes and
is included in the Business Services segment.

In December 2001, the Company acquired a controlling interest in
MyBenefitSource, Inc., an integrated payroll and benefits processing company, with
an option to acquire the remaining shares. The Company also acquired 100% of
Equico Resources, LLC (“Equico”), a valuation, merger and acquisition consulting
company. These acquisitions were accounted for as purchases, and the results of
operations for these businesses have been consolidated since the date of acquisition.
Cash payments related to these acquisitions totaled $28,510 with additional cash
payments of $31,000 over the next five years. The purchase agreements also provide
for possible future contingent consideration of approximately $45,000, which is
based on achieving certain revenue, profitability and working capital targets over the
next six years, and such consideration will be treated as purchase price if paid. The
following intangible assets were valued in the acquisitions: customer relationships of
$4,126, noncompete agreements of $5,892 and trade names of $2,428. The weighted-
average life of the intangible assets is five years. Goodwill recognized in these
transactions was $40,312, which is not deductible for tax purposes. The goodwill is
included in the Business Services segment.

During fiscal year 2002, the Company acquired six accounting firms, giving th
Business Services segment a geographic presence in Seattle and San Francisco, &
well as expanding its existing presence in New York City and Dallas. Cash payment
related to these acquisitions totaled $6,899, with additional cash payments of $26,12
over the next five years. Each acquisition was accounted for as a purchase anc
accordingly, results for each acquisition are included since the date of acquisitio
The purchase agreements also provide for possible future contingent consideratio
of approximately $6,567, which is based on achieving certain revenue an
profitability over the next five years, and such consideration will be treated a
purchase price if paid. The following intangible assets were valued in the acquisition
customer relationships of $9,314 and noncompete agreements of $3,584. Th
weighted-average life of the intangible assets is eleven years. Goodwill recognized i
these transactions was $15,842, of which $8,834 is expected to be fully deductible fc
tax purposes. The goodwill is included in the Business Services segment.

During fiscal year 2001, the Company acquired several accounting firms. Th
purchase prices aggregated $54,443. Each acquisition was accounted for as
purchase and, accordingly, results for each acquisition are included since th
date of acquisition. The excess of cost over fair value of net tangible asset
acquired was $54,322.

During fiscal year 2003, 2002 and 2001, the Company made other acquisition
which were accounted for as purchases with cash payments totaling $3,04
$1,579 and $2,897, respectively. Their operations, which are not material, ar
included in the consolidated income statements since the date of acquisition.

On December 31, 2000, the Company completed the sale of the assets of KSI
Business Services, part of the Company's Business Services segment. Th
Company recorded a gain before taxes of $2,040 on the transaction.

NOTE 3: EARNINGS PER SHARE

Basic earnings per share is computed using the weighted-average number of
common shares outstanding. The dilutive effect of potential common shares
outstanding is included in diluted earnings per share. The computations of basic
and diluted earnings per share before change in accounting principle are as
follows (shares in thousands):

Year Ended April 30 2003 2002 2001

Net income befcre change

in accounting principle $ 580,064 $ 434,405 $ 276,748
Basic weighted-average
common shares 179,638 182,903 183,893
Dilutive potential common shares:
Common stock options 4,439 5,423 1,241
Convertible preferred stock 1 1 1
Diluted weighted-average
common shares 184,078 188,327 185,135

Earnings per share before change
in accounting principle:

Basic $ 3.23 $ 2.38 $ 1.50

Diluted 3.15 2.31 1.49

Diluted earnings per share excludes the impact of weighted-average commo
shares issuable upon the exercise of stock options of 2,597,320, 682,802, an
13,906,602 shares for 2003, 2002 and 2001, respectively, because the option:
exercise prices were greater than the average market price of the common share
and therefore, the effect would be antidilutive.




NOTE 4: CASH AND CASH EQUIVALENTS
The components of cash and cash equivalents are as follows:

April 30 2003 2002
Cash and interest-bearing deposits 770,808 $ 118,382
Other interest-bearing securities 86,944 315,845
Certificates of deposit 17,601 1,918
875,353 $ 436,145
NOTE 5: RECEIVABLES The components of receivables from customers, brokers, dealers and clearing
The components of receivables are as follows: organizations are as follows:
April 30 2003 2002 April 30 2003 2002
Business Services accounts receivable 185,023 $ 177321 Gross receivables $ 518,558 $ 846,323
Mortgage loans held for sale 68,518 71,855 Less: Allowance for doubtful accounts (1,521) (1,785)
Software receivables 36,810 34,679 $ 517,037 $ 844,538
Loans to franchises 33,341 31,055
Refund anticipation loans 12,871 33,530
Other 89,054 83,962
425,617 432,402
Less: Allowance for doubtful accounts (17,038) (56,385)
Less: Lower of cost or market adjustment
on mortgage loans held for sale (5,382) (7,672)
403,197 $ 368,345
NOTE 6: MARKETABLE SECURITIES AVAILABLE-FOR-SALE
The amortized cost and market value of marketable securities classified as available-for-sale at April 30, 2003 and 2002 are summarized below:
2002
Gross Gross Gross Gross
Amortized Unrealized Unrealized Market Amortized Unrealized Unrealized Market
Cost Gains Losses Value Cost Gains Losses Value
Noncurrent:
Municipal bonds $ 11,959 $ 516 $ 8 12,467 | § 9,402 $ 333 $ 33 $ 9,702
Common stock 4,491 169 97 4,563 6,699 270 1,411 5,558
16,450 685 105 17,030 16,101 603 1,444 15,260
Residual interests 166,248 98,089 - 264,337 225,879 139,492 - 365,371
$ 182,698 $ 98,774 $ 105 281,367 | $ 241,980 $ 140,095 § 1,444 § 380,631

Proceeds from the sales of available-for-sale securities were $156,567, $23,173
and $356,192 during 2003, 2002 and 2001, respectively. Gross realized gains on
those sales during 2003, 2002 and 2001 were $131,441, $635 and $17,936,

respectively; gross realized losses were $745, $212 and $192, respectively.

Contractual maturities of available-for-sale debt securities (municipal bonds) at
April 30, 2003 occur at varying dates over the next five to ten years. Because
expected maturities differ from contractual maturities due to the issuers’ rights
to prepay certain obligations or the seller’s rights to call certain obligations, the
first call date, put date or auction date for municipal bonds and notes is
considered the contractual maturity date.




NOTE 7: MORTGAGE BANKING ACTIVITIES

The Company originates mortgage loans and sells most non-prime loans the same
day the loans are funded to Trusts. These Trusts meet the criteria of qualifying
special purpose entities (“QSPEs”) and are therefore not consolidated. The sale
is recorded in accordance with Statement of Financial Accounting Standards No.
140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities” (“SFAS 140™). The Trusts purchase the loans from
the Company utilizing three warehouse facilities arranged by the Company. As a
result of the whole loan sales to the Trusts, the Company removes the mortgage
loans from its balance sheet and records the gain on the sale, cash and a
receivable which represents the ultimate expected outcome from the disposition
of the loans by the Trusts. This receivable is included in prepaid and other current
assets on the consolidated balance sheets. The balance was $122,130 and $52,601
at April 30, 2003 and 2002, respectively.

The Trusts, as directed by the Trustees, either sell the loans directly to third-
party investors or pool the loans for a securitization, depending on market
conditions. If the Trusts choose to sell the mortgage loans, the Company receives
cash for its receivable. In a securitization transaction, the Trusts transfer the
loans to a securitization trust, and the Company transfers its receivable. The
securitization trust issues bonds, which are supported by the cash flows from the
pooled loans, to third-party investors. The Company retains an interest in the
loans in the form of a residual interest (including overcollateralization accounts
and uncertificated interests) and usually assumes first risk of loss for credit
losses in the loan pool. As the cash flows of the underlying loans and market
conditions change, the value of the Company’s residual interest may also change,
resulting in either additional unrealized gains or impairment of the value of the
residual interests. These residual interests are classified as trading securities and
had no balance as of April 30, 2003 and 2002.

To accelerate the cash flows from its residual interests, the Compan)
securitizes the majority of its residual interests in net interest margin (“NIM”™
transactions. In a NIM transaction, the residual interests are transferred tc
another QSPE (“NIM trust”), which then issues bonds to third-party investors
The proceeds from the bonds are returned to the Company as payment for the
residual interests. The bonds are secured by the pooled residual interests and are
obligations of the NIM trust. The Company retains a subordinated interest in the
NIM trust, and receives cash flows on its residual interest generally after the
bonds issued to the third-party investors are paid in full. Residual interests
retained from NIM securitizations may also be bundled and sold in a subsequen
securitization. These residual interests are classified as available-for-sale
securities (see note 6).

Prime mortgage loans are sold in whole loan sales, servicing released, to third
party buyers.

Activity related to residual interests in securitizations consists of the following

April 30 2003 2002
Balance, beginning of year $ 365,371 § 238,600
Additions (resulting from NIM transactions) 753 26,057
Cash received (140,795) (67,070)
Cash received on sales of residual interests (142,486) -
Accretion 145,165 50,583
Impairments of fair value (54,111) (30,987)
Change in unrealized holding gains

(losses) arising during the period 90,440 148,188
Balance, end of year $ 264,337 $ 365,371




The Company sold $17,225,774 and $11,440,190 of mortgage loans in whole loan
sales to the Trusts during the years ended April 30, 2003 and 2002, respectively.
Gains totaling $698,571 and $487,945 were recorded on these sales, respectively.

Residual interests valued at $542,544 and $809,228 were securitized in NIM
transactions during the years ended April 30, 2003 and 2002, respectively. Net
cash proceeds of $541,791 and $733,171 were received from the NIM transactions
for the years ended April 30, 2003 and 2002, respectively. Total net additions to
residual interests for the years ended April 30, 2003 and 2002 were $753 and
$26,057, respectively.

Cash flows from the residual interests of $140,795 and $67,070 were received
from the securitization trusts for the years ended April 30, 2003 and 2002,
respectively. Cash received on the residual interests is included in investing
activities on the consolidated statements of cash flows.

During the third quarter of fiscal year 2003, the Company completed the sale of
NIM residual interests and recorded a gain of $130,881 con the transaction. Cash
proceeds of $142,486 were received from the transaction and a residual interest
of 857,378 was retained. This sale accelerated cash flows from these residual
interests, effectively realizing previously recorded unrealized gains included in
other comprehensive income.

Residual interests are considered available-for-sale securities and are therefore
reported at fair value. Gross unrealized holding gains represent the write-up of
residual interests as a result of lower interest rates, loan losses or loan
prepayments to date than most recently projected in the Company's valuation
models. Gross unrealized holding losses represent reductions of unrealized gains
on previous write-ups.

Year Ended April 30 2003 2002
. Balance, beginning of year $ 81,893 $ 61,796
Additions 65,345 65,630
Amortization (47,107) (33,890)
Impairments of fair value (866) (11,643)
Balance, end of year $ 99,265 § 81,893

Aggregate net unrealized gains on residual interests, which had not yet been
accreted into income, totaled $98,089 and $139,492 at April 30, 2003 and 2002,
respectively. These unrealized gains are recorded net of deferred taxes in other
comprehensive income, and will be recognized in income in future periods either
through accretion or upon further securitization of the related residual interest.

Assumptions used in estimating the value of MSRs include market discount
rates and anticipated prepayment speeds (including default), estimated ancillary
fee income, servicing costs and other economic factors. The prepayment speeds
are estimated using the Company’s historical experience and third party market
sources. Activity related to mortgage servicing rights consists of the following:

The key assumptions the Company utilizes to estimate the cash flows of the
residual interests and MSRs are as follows:

Estimated annual prepayments 20-90% |
Estimated annual credit losses 2-11.86% l
Discount rate - residual interests 12-37%

Discount rate - MSRs 12.8% I




At April 30, 2003, the sensitivities of the current fair value of the residuals and
MSRs to 10% and 20% adverse changes in the above key assumptions are as
follows. These sensitivities are hypothetical and should be used with caution. As
the figures indicate, changes in fair value based on a 10% variation in assumptions
generally cannot be extrapolated because the relationship of the change in

assumption to the change in fair value may not be linear. Also in this table, the
effect of a variation of a particular assumption on the fair value of the retainec
interest is calculated without changing any other assumptions; in reality, changes
in one factor may result in changes in another, which might magnify o:
counteract the sensitivities.

Residential Mortgage Loans
Cross-collateralized NIM Residuals Servicing Assets

Carrying amount/fair value $ 33,821 $ 230,516 $ 99,265
Weighted-average life (in years) 7.4 1.7 1.2
Annual prepayments:

Adverse 10% - impact on fair value $ (482) $ (27,424) $ (18,641)

Adverse 20% - impact on fair value (905) (26,097) (26,751)
Annual credit losses:

Adverse 10% - impact on fair value $ (2,910) $ (31,267) Not applicable

Adverse 20% - impact on fair value (5,783) (61,077) Not applicable
Discount rate:

Adverse 10% - impact on fair value $ (2,213) $ (6,276) $ (1,562)

Adverse 20% - impact on fair value (4,248) (11,927) (3,088)
Variable interest rates:

Adverse 10% - impact on fair value $ 211 $ (17,175) Not applicable

Adverse 20% - impact on fair value 448 (33,429) Not applicable

(1) Includes both default and severity factors.

NOTE 8: INTANGIBLE ASSETS AND GOODWILL

The components of intangible assets are as follows:

2003 2002
Gross Carrying Accumulated Gross Carrying Accumulated

April 30 Amount Amortization Amount Amortization
Business Services:

Customer relationships $ 120,178 $  (44,192) § 116,814 $  (31,881)

Noncompete agreements 26,909 (6,157) 26,387 (3,624)

Trade name - amortizing 1,450 (205) 2,428 -

Trade name - non-amortizing 55,637 (4,868) 55,637 (4,868)
Investment Services:

Customer relationships 293,000 (100,108) 293,000 (70,808)
Corporate Operations:

Customer relationships 172 (10) - -

Noncompete agreements 60 (1) - -
Total intangible assets $ 497,406 $  (155,541) § 494,266 $ (111,181)

Amortization of intangible assets for the year ended April 30, 2003, 2002 and 2001 was $44,499, $43,435 and $104,276, respectively. Estimated amortization of intangible

assets for fiscal years 2004, 2005, 2006, 2007 and 2008 is $44,441, $44,081, $43,463, $40,562 and $39,071, respectively.



Changes in the carrying amount of goodwill by segment for the year ended April 30, 2003, are as follows:

2002 Acquisitions Other 2003
U.S. Tax Operations $ 128,745 $ 1,757 $ - $ 130,502
Mortgage Operations 152,467 - - 152,467
Business Services 267,625 23,802 (11,777 279,650
Investment Services 169,732 - (24,000) 145,732
International Tax Operations 5,287 - 379 5,666
Corporate Operations - 188 - 198
Total goodwill $ 723,856 § 25757 $  (35,398) $ 714,215

The Company tests goodwill for impairment annually, or more frequently if
events occur which indicate a potential reduction in the fair value of a reporting
unit’s net assets below its carrying value. In light of unsettled market conditions
and the severe decline of comparable business valuations in the investment
industry, the Company engaged an independent valuation firm in fiscal year 2003
to perform the goodwill impairment test on the Investment Services segment in

accordance with SFAS 142. Based on this valuation, a goodwill impairment
charge of $24,000 was recorded during fiscal year 2003. Also during 2003, the
Company’s annual impairment test resulted in an impairment of $11,777 for a
reporting unit within the Business Services segment. No other impairments were
identified.

NOTE 9: PROPERTY AND EQUIPMENT
The components of property and equipment are as follows:

April 30 2003 2002
Land $ 37614 $ 41,637
Buildings 81,631 89,220
Computers and other equipment 433,649 386,546
Capitalized software 113,826 93,664
Leasehold improvements 107,482 86,318
774,202 697,385

Less: Accumulated depreciation and
amortization 485,608 410,885
$ 288,594 $ 286,500

Depreciation and amortization expense for 2003, 2002 and 2001 was $117,322,
$110,860 and $101,332, respectively. Included in depreciation and amortization
expense is amortization of capitalized software of $29,881, $25,426 and $16,122
for fiscal years 2003, 2002 and 2001, respectively.

As of April 30, 2003 and 2002, the Company has property and equipment under
capital lease with a cost of $17,645 and $17,875, respectively, and accumulated
depreciation of $4,156 and $3,512, respectively. The Company has an agreement
to lease real estate and buildings under a noncancelable capital lease for the next
17 years with an option to purchase after four years.

NOTE 10: DERIVATIVE INSTRUMENTS
The Company is party to financial instruments with off-balance sheet risk in the
normal course of business to meet the financial needs of its customers. These
financial instruments represent commitments to fund loans. The Company’s total
commitments to fund loans have a notional value of $2,614,500 and $1,726,620,
and a fair market value of $2,727,067 and $1,800,057 as of April 30, 2003 and 2002,
respectively. The estimated mark-to-market adjustment is determined based on
the difference in the value of the commitments to fund loans between the date of
commitment and the date of valuation, taking into consideration the probability
of the commitments being exercised and changes in other market conditions.
The Company mitigates its interest rate risk by utilizing cornmitments to sell
loans to investors. The Company manages its interest rate risk by entering into

forward loan sale commitments to be settled at a future date. The Company had
commitments to sell loans of $1,470,031 and $1,233,869 as of April 30, 2003 and
2002, respectively.

The Company entered into an agreement with Household Tax Masters, Inc.
(“Household") during fiscal year 2003, whereby the Company waived its right to
purchase any participation interests in and receive license fees relating to RALs
during the period January 1 through April 30, 2003. In consideration for waiving
these rights, the Company received a series of payments from Household, subject
to certain adjustments based on delinquency rates. The adjustment to the
payments will be made in January 2004. This adjustment is a derivative and will
be marked-to-market monthly through the payment date. At April 30, 2003 the
Company recognized $5,171 of revenues related to this instrument.




NOTE 11: LONG-TERM DEBT
The components of long-term debt are as follows:

April 30 2003 2002
Senior Notes, 8':%, due April 2007 $ 497,625 § 497,025
Senior Notes, 6%:%, due November 2004 249,925 249,875
Business Services acquisition obligations,
due from August 2003 to January 2008 115,874 164,242
Mortgage Notes 1,543 2,959
Capital lease obligations 13,013 13,942
877,980 928,043
Less: current portion 55,678 58,656
$ 822,302 $ 868,387

On April 13, 2000, the Company issued $500,000 of 8':% Senior Notes under a shelf
registration statement. The Senior Notes are due April 15, 2007, and are not
redeemable prior to maturity. The net proceeds of this transaction were used to repay
a portion of the short-term borrowings that initially funded the acquisition of OLDE

Financial Corporation and Financial Marketing Services, Inc. (collectively, “OLDE”

On October 21, 1997, the Company issued $250,000 of 6%:% Senior Notes under
shelf registration statement. The Senior Notes are due November 1, 2004, and are n¢
redeemable prior to maturity. The net proceeds of this transaction were used to reps
short-term borrowings, which initially funded the acquisition of Option Or
Mortgage Corporation (“Option One”™).

The Company had obligations related to Business Services acquisitions of $115,87
and $164,242 at April 30, 2003 and 2002, respectively. The current portion of thes
amounts is included in the current portion of long-term debt on the consolidate
balance sheet. The long-term portions are due from August 2004 to January 2008.

The Company had mortgage notes and capitalized lease obligations of $14,556 :
April 30, 2003 that are collateralized by land, buildings and equipment. Tt
obligations are due at varying dates for up to 17 years.

The aggregate payments required to retire long-term debt are $55,678, $276,53
$22,795, $511,408, $1,080 and $10,488 in 2004, 2005, 2006, 2007, 2008 and beyon:
respectively.

Based upon borrowing rates currently available for indebtedness with simil
terms, the fair value of long-term debt was approximately $915,387 and $938,920 :
April 30, 2003 and 2002, respectively.

NOTE 12: OTHER NONCURRENT LIABILITIES

The Company has deferred compensation plans that permit directors and certain
employees to defer portions of their compensation and accrue income on the
deferred amounts. The compensation, together with Company matching of
deferred amounts, has been accrued. Included in other noncurrent liabilities are
$65,369 and $54,174 at April 30, 2003 and 2002, respectively, to reflect the liability
under these plans. The Company purchases whole-life insurance contracts on
certain director and employee participants to recover distributions made or to be

made under the plans and records the cash surrender value of the policies i
other assets.

In connection with the Company's acquisition of the non-attest assets ¢
McGladrey & Pullen, LLP (“M&P”) in August 1999, the Company assumed certai
pension liabilities related to M&P's retired partners. The Company make
payments in varying amounts on a monthly basis. Included in other noncurrex
liabilities at April 30, 2003 and 2002 are $19,547 and $25,655, respectively, relate
to this liability.

NOTE 13: STOCKHOLDERS' EQUITY

On June 20, 2001, the Company’s Board of Directors declared a two-for-one stock
split of its Common Stock in the form of a 100% stock distribution effective
August 1, 2001, to shareholders of record as of the close of business on July 10,
2001. All share and per share amounts have been adjusted to reflect the
retroactive effect of the stock split.

The Company is authorized to issue 6,000,000 shares of Preferred Stock,
without par value. At April 30, 2003, the Company had 5,560,833 shares of
authorized but unissued Preferred Stock. Of the unissued shares, 600,000 shares
have been designated as Participating Preferred Stock in connection with the
Company's shareholder rights plan.

On March 8, 1995, the Board of Directors authorized the issuance of a series of
500,000 shares of nonvoting Preferred Stock designated as Convertible Preferred
Stock, without par value. In April 1995, 401,768 shares of Convertible Preferred

Stock were issued in connection with an acquisition. In addition, options t
purchase 51,328 shares of Convertible Preferred Stock were issued as a part ¢
the acquisition and 37,399 shares of Convertible Preferred Stock were issued i
connection with these options. Each share of Convertible Preferred Stoc
became convertible on April 5, 1998 into four shares of Common Stock of th
Company (eight shares after the August 1, 2001 stock split), subject to adjustmer
upon certain events. The holders of the Convertible Preferred Stock are nc
entitled to receive dividends paid in cash, property or securities and, in the ever
of any dissolution, liquidation or wind-up of the Company, will share ratably wit
the holders of Common Stock then outstanding in the assets of the Compan
after any distribution or payments are made to the holders of Participatin
Preferred Stock or the holders of any other class or series of stock of th
Company with preference over the Common Stock.




NOTE 14: COMPREHENSIVE INCOME

The Company's comprehensive income is comprised of net income, foreign
currency translation adjustments and the change in the net unrealized gain or
loss on available-for-sale marketable securities. Included in stockholders’ equity
at April 30, 2003 and 2002, the net unrealized holding gain on available-for-sale
securities was $61,001 and $85,682, respectively, and the foreign currency
translation adjustment was $(24,139) and $(41,554), respectively. The net
unrealized holding gain on available-for-sale securities relates primarily to
residual interests in securitizations.

Year Ended April 30 2003 2002 2001

Net income
Unrealized gains on securities
(less applicable taxes (benefit)
of ($15,290), $56,156 and ($3,307)):
Unrealized holding gains
(losses) arising during
pericd (less applicable taxes
of $70,983, 358,248,

$ 580064 § 434405 3 281,162

and $4,057) 114,885 92,629 5,718
Less: Reclassification adjustment
for gains included in income
(less applicable taxes of
$86,273, $2,092, and $7,364) (139,566) (4,859) (10,380)
Foreign currency transtation
adjustments 17,415 (875) (11,864)
Comprehensive income $ 572,798 § 521,300 § 264,636

NOTE 15: STOCK-BASED COMPENSATION AND RETIREMENT
BENEFITS

The Company has four stock-based compensation plans: the 2003 Long-Term

Executive Compensation Plan, the 1989 Stock Option Plan for Outside Directors,

the 1999 Stock Option Plan for Seasonal Employees, and the 2000 Employee

Stock Purchase Plan (“ESPP™). The shareholders have approved all of the

Company’s stock-based compensation plans.

The shareholders approved the 2003 Plan in September 2002 to replace the 1993
Long-Term Executive Compensation Plan, effective July 1, 2003. The 1993 Plan
terminated at that time, except with respect to outstanding awards thereunder.
The shareholders had approved the 1993 Plan in September 1993 to replace the
1984 Long-Term Executive Compensation Plan, which terminated at that time
except with respect to outstanding awards thereunder. Under the 2003 and 1989
plans, options may be granted to selected employees and outside directors to
purchase the Company’s Common Stock for periods not exceeding 10 years at a

price that is not less than 100% of fair market value on the date of the grant.
Options granted under the Plans are exercisable either (1) starting one year after
the date of the grant, (2) starting one, two or three years after the date of the
grant on a cumulative basis at the annual rate of 33':% of the total number of
option shares, or (3) starting three years after the date of the grant on a
cumulative basis at the rate of 40%, 30%, and 30% over the following three years.
In addition, certain option grants have accelerated vesting provisions based on
the Company’s stock price reaching specified levels.

The 1999 Stock Option Plan for Seasonal Employees provided for the grant of
options on June 30, 2002, 2001 and 2000 at the market price on the date of the
grant. The options are exercisable during September through November in each
of the two years following the calendar year of the grant, subject to certain
conditions.

Changes during the years ended April 30, 2003, 2002 and 2001 under the stock
option plans were as follows:

2003 2002 2001

Weighted- Weighted- Weighted-
Average Average Average
Shares Exercise Price Shares Exercise Price Shares Exercise Price
Options outstanding, beginning of y=ar 15,909,937 $ 26.33 18,908,062 $ 20.40 16,881,228 $ 22.1t
Cptions granted 5,363,526 44.32 8,816,071 32.85 8,611,034 16.26
Options exercised (5,097,600) 24.65 (9,659,116) 19.82 (1,020,916) 17.04
Options expired/cancelled (403,561) 34.53 (2,155,080) 30.21 (5,563,284) 19.78
Options outstanding, end of year 15,772,302 3214 15,909,937 26.33 18,908,062 20.40
Shares exercisable, end of year 6,835,888 25.21 6,410,311 20.46 8,673,714 2117

Shares reserved for future grants, end of year 14,562,958 19,523,123 8,055,518




A summary of stock options outstanding and exercisable at April 30, 2003 follows:

Outstanding Exercisable
Number  Weighted-Average Number
Cutstanding Remaining  Weighted-Average Exercisable at Weighted-Average
Range of Exercise Prices at April 30 Contractual Life Exercise Price April 30 Exercise Price
$16.125 - 19.9688 2,025,693 7 years $ 16.43 1,899,793 $ 16.34
$20.0625 - 27.8125 3,647,896 7 years 24.10 2,061,038 23.00
$32.10 - 39.96 6,079,320 7 years 33.00 2,874,259 32.66
$40.00 - 51.35 4,019,393 6 years 46.05 798 46.22
15,772,302 6,835,888

The 2000 ESPP provides the option to purchase shares of the Company’s Year Ended April 30 2003 2002 2001
Common Stock through payroll deductions to a majority of the employees of )
subsidiaries of the Company. The purchase price of the stock is 90% of the lower of StOCk, option ‘gra nts: o o o
either the fair market value of the Company's Common Stock on the first trading Risk-free 1Qterest rate 3.37% 4.48% 6.25%
day within the Option Period or on the last trading day within the Option Period. Expected life . 4 years 3 years 3 yeaors
The Option Periods are six-month periods beginning January 1 and July 1 each E)fpected \',Olat'hty 29.04% 2881% 61.21%
year. During fiscal year 2003 and 2002, 93,657 and 97,052 shares, respectively, were D|v1der.1d yield 1.50% 1.84% 3.39%
purchased under the ESPP out of a total authorized 6,000,000 shares. Pu rchase nght grants: . o

For purposes of computing the pro forma effects of stock compensation plans Risk-free mterest rate 1.45% 2.70% 6.05%
under the fair value accounting method, disclosed in note 1, the fair value of each Expected life . 6 months 6 months 4 montrs
stock option grant or purchase right grant was estimated on the date of the grant E>'<p.ected YC!at'l'ty 44.38% 33.07% 26.37%

Dividend yield 1.60% 1.60% 3.38%

using the Black-Scholes option pricing model. The weighted-average fair value of
stock options granted during 2003, 2002 and 2001 was $8.29, $5.77 and $9.34,
respectively. The weighted-average fair value of purchase rights granted during
2003, 2002 and 2001 was $9.02, $5.88 and $4.58, respectively. The following
weighted-average assumptions were used for stock option grants and purchase
right grants during the following periods:

The Company has defined contribution plans covering all employees followin;
the completion of an eligibility period. Company contributions to these plans ar
discretionary and totaled $20,652, $15,547 and $22,213 for fiscal years 2003, 200:
and 2001, respectively.




NOTE 16: SHAREHOLDER RIGHTS PLAN

On July 25, 1998, the rights under a shareholder rights plan adopted by the
Company's Board of Directors on March 25, 1998 became effective. The 1998 plan
was adopted to deter coercive or unfair takeover tactics and to prevent a
potential acquirer from gaining control of the Company without offering a fair
price to all of the Company's stockholders. Under the 1998 plan, a dividend of one
right (a “Right”) per share was declared and paid on each share of the Company's
Common Stock outstanding on July 25, 1998. Rights auntomatically attach to
shares issued after such date.

Under the 1998 plan, a Right becomes exercisable when a person or group of
persons acquires beneficial ownership of 15% or more of the outstanding shares
of the Company’s Common Stock without the prior written approval of the
Company’s Board of Directors (an “Unapproved Stock Acquisition™), and at the
close of business on the tenth business day following the commencement of, or
the public announcement of an intent to commence, a tender offer that would
result in an Unapproved Stock Acquisition. The Company may, prior to any
Unapproved Stock Acquisition, amend the plan to lower such 15% threshold to
not less than the greater of (1) any percentage greater than the largest percentage
of beneficial ownership by any person or group of persons then known by the
Company, and (2) 10% (in which case the acquisition of such lower percentage of
beneficial ownership then constitutes an Unapproved Stock Acquisition and the
Rights become exercisable). When exercisable, the registered holder of each
Right may purchase from the Company one two-hundredth of a share of a class
of the Company’s Participating Preferred Stock, without par value, at a price of
$107.50, subject to adjustment. The registered holder of each Right then also has
the right (the “Subscription Right”) to purchase for the exercise price of the

Right, in lieu of shares of Participating Preferred Stock, a number of shares of the
Company’s Common Stock having a market value equal to twice the exercise
price of the Right. Following an Unapproved Stock Acquisition, if the Company
is involved in a merger, or 50% or more of the Company’s assets or earning power
are sold, the registered holder of each Right has the right (the “Merger Right”) to
purchase for the exercise price of the Right a number of shares of the common
stock of the surviving or purchasing company having a market value equal to
twice the exercise price of the Right.

After an Unapproved Stock Acquisition, but before any person or group of
persons acquires 50% or more of the outstanding shares of the Company’s
Common Stock, the Board of Directors may exchange all or part of the then
outstanding and exercisable Rights for Common Stock at an exchange ratio of
one share of Common Stock per Right (the “Exchange™. Upon any such
Exchange, the right of any holder to exercise a Right terminates. Upon the
occurrence of any of the events giving rise to the exercisability of the
Subscription Right or the Merger Right or the ability of the Board of Directors to
effect the Exchange, the Rights held by the acquiring person or group under the
new plan will become void as they relate to the Subscription Right, the Merger
Right or the Exchange.

The Company may redeem the Rights at a price of $.000625 per Right at any
time prior to the earlier of (i) an Unapproved Stock Acquisition, or (ii) the
expiration of the rights. The Rights under the plan will expire on March 25, 2008,
unless extended by the Board of Directors. Until a Right is exercised, the holder
thereof, as such, will have no rights as a stockholder of the Company, including
the right to vote or to receive dividends. The issuance of the Rights alone has no
dilutive effect and does not affect reported earnings per share.

NOTE 17: OTHER EXPENSES AND INTEREST EXPENSE
Included in other expenses are the following:

The components of interest expense are as follows:

Year Ended April 30 2003 2002 2001 Year Ended April 30 2003 2002 2001
Legal and professional $ 125887 § 76630 § 76,232 Acquisition debt $ 72,766 § 79002 % 98759
Purchased services 66,876 74,850 55,985 Margin lending 4,830 14,744 106,265
Loan servicing 65,118 78,516 29,396 Mortgage loans 3,229 4,955 13,727
Bad debt 49,748 76,804 84,422 RAL-related 3,244 3,902 3,338
Travel and entertainment 42,613 35,982 26,668 Loans to franchises 851 950 2,044
Employee development 31,853 18,597 17,451 Canadian cashback program 99 78 230
Insurance 21,820 27,418 20,705 Other 7,625 12,510 18,188
Taxes and licenses 18,195 14,669 13,250 $ 92644 § 116141 § 242,551
RAL servicing fees - 27,312 27,315




NOTE 18: INCOME TAXES
The components of income upon which domestic and foreign income taxes have
been provided are as follows:

Year Ended April 30 2003 2002 2001
United States $ 976,078 $ 709,940 § 466,437
Foreign 10,999 6,900 6,641

$ 987,077 $ 716,840 § 473,078

Deferred income tax provisions (benefits) reflect the impact of temporary
differences between amounts of assets and liabilities for financial reporting
purposes and such amounts as measured by tax laws. The current and deferred
compornents of taxes on income are as follows:

Year Ended April 30 2003 2002 2001
Current:
Federal $ 314,616 $ 227,185 $ 204,060
State 22,442 22,453 27,701
Foreign 6,106 2,661 3,439
343,164 252,299 235,200
Deferred:
Federal 59,351 26,973 (33,724)
State 3,537 2,828 (4,578)
Foreign 961 335 (568)
63,849 30,136 (38,870)
$ 407,013 $ 282435 $ 196,330

The components of deferred taxes are as follows:

April 30 2003 2002
Gross deferred tax assets:
Accrued expenses $ 58,635 3 19,114
Allowance for credit losses 35,817 7,422
Current 94,452 26,536
Deferred compensation 24,940 21,585
Residual interest income - 34,747
Depreciation - 6,375
Amortization of intangibles - 28
Noncurrent 24,940 62,735
Gross deferred tax liabilities:
Mark-to-market adjustments - (7,002)
Accrued income (24,865) (1,098)
Current (24,865) (8,100)
Residual interest income (47,923) -
Mortgage servicing rights (39,339) (30,002)
Unrealized gain on available-for-sale
marketable securities (36,076) (51,047)
Amortization of intangibles (19,451) -
Depreciation (494) -
Noncurrent (143,283) (81,049)
Net deferred tax assets (liabilities) $ (48,756) $ 122

Unremitted earnings of foreign subsidiaries aggregated $87,513 at April 30,
2003. Management intends to indefinitely reinvest foreign earnings, therefore, a
provision has not been made for income taxes which might be payable upon
remittance of such earnings. Moreover, due to the availability of foreign income
tax credits, management believes the amount of federal income taxes would be
immaterial in the event foreign earnings were repatriated.

The following table reconciles the U.S. Federal income tax rate to the
Company’s effective tax rate:

Year Ended April 30 2003 2002 2001
Statutory rate 35.0% 35.0% 35.0%
Increases {reductions) in income
taxes resulting from:
State income taxes, net of
Federal income tax benefit 2.6% 2.3% 3.2%
Amortization and impairment
of goodwill and intangibles 23% 1.5% 3.6%
Cther 1.3% 0.6% (0.3)%
Effective rate 41.2% 39.4% 41.5%




NOTE 19: SUPPLEMENTAL CASH FLOW INFORMATION
The Company made the following cash payments:

The Company treated the following as non-cash investing activities:

Year Ended April 80 2003 2002 2001 Year Ended April 30 2003 2002 2001 1

Income taxes paid $ 247,057 § 236,784 $ 150,784 Receivable from Trusts $ 753 $ 26,057 $ 66,587

Interest paid 84,094 105,072 230,448 Additions to trading securities 542,544 809,228 386,207
Residual interest mark-to-market 38,880 148,188 14,467

NOTE 20: COMMITMENTS, CONTINGENCIES, LITIGATION AND RISKS
Commitments and contingencies: At April 30, 2003, the Company maintained a
$2,000,000 backup credit facility to support the commercial paper program and
for general corporate purposes. The annual commitment fee required to support
the availability of this facility is eleven basis points per annum on the unused
portion of the facility. Among other provisions, the credit agreement limits the
Company’s indebtedness.

The Company maintains a revolving credit facility in an amount not to exceed
$125,000 (Canadian) in Canada to support a conunercial paper program with
varying borrowing levels throughout the year, reaching its peak during February
and March for the Canadian tax season.

The Company offers a separately priced guarantee to tax clients under the POM
program. The Company may be liable for certain additional taxes due that are
attributable to tax return preparation error. The Company defers a portion of the
revenue associated with these guarantees, and recognizes these amounts over
the guarantee period in proportion to the costs expected to be incurred under the
contract. The related liability is included in accounts payable, accrued expenses
and deposits on the consolidated balance sheets. The changes in the deferred
revenue liability for the fiscal years ended April 30, 2003 and 2002 are as follows:

April 30 2003 2002
Balance, beginning of year $ 44,982 $ 31,483
Amounts deferred for new guarantees issued 28,854 28,945
Revenue recognized on previous deferrals (24,556) (15,446)
Balance, end of year $ 49,280 $ 44,982

In fiscal year 2000, HRB Royalty, Inc. (“HRB Royalty”), a wholly owned
subsidiary of the Company, placed most of its major franchises on notice that it
would not be renewing their respective franchise agreements as of the next
renewal date. The agreements will expire on varying dates in fiscal years 2004
and 2005. Pursuant to the termas of the applicable franchise agreements, HRB
Royalty must pay the major franchisee a “fair and equitable price” for the
franchise business and such price shall be not less than eighty percent of the
franchisee’s revenues for the most recent twelve months ended April 30, plus the
value of equipment and supplies, and certain off-season expenses. If the
Company were to acquire all of the major franchises with expiring franchise
agreements, the minimum purchase price is estimated to be $105,000. The
Company may potentially acquire the franchise businesses over the next several
fiscal years, however, due to continuing litigation and possible negotiations with

major franchisees, there is no certainty all of the major franchisees involved in
the litigation will be acquired or that HRB Royalty and certain major franchisees
will not agree to other arrangements, some of which may not require the above
payment. Additionally, the timing and cost of acquisition as to any major
franchise business is not certain due partially to related litigation.

The Company has commitments to fund mortgage loans to customers as long
as there is no violation of any condition established in the contract.
Commitments generally have fixed expiration dates or other termination clauses.
The commitments to fund loans amounted to $2,614,500 and $1,726,620 at
April 30, 2003 and 2002, respectively. External market forces impact the
probability of commitments being exercised, and therefore, total commitments
outstanding do not necessarily represent future cash requirements.

The Company is responsible for servicing mortgage loans for others of
$27,669,447, subservicing loans of $3,664,365, and the master servicing of
$246,450 previously securitized mortgage loans held in trust at April 30, 2003.
Fiduciary bank accounts maintained on behalf of investors and for impounded
collections were $848,879 at April 30, 2003. These bank accounts are not assets
of the Company and are not reflected in the accompanying consolidated financial
statements.

The Company has entered into whole loan sale agreements with investors in the
normal course of business, which include standard representations and
warranties customary to the mortgage banking industry. The Company has
commitments to sell loans of $1,470,031 and $1,233,869 as of April 30, 2003 and
2002, respectively.

Violations of these representations and warranties may require the Company to
repurchase loans previously sold. In accordance with these loan sale agreements,
the Company repurchased loans with an outstanding principal balance of
$181,984 and $253,740 during the fiscal years ended April 30, 2003 and 2002,
respectively. A liability has been established related to the potential loss on
repurchase of loans previously sold of $18,859 and $10,393 at April 30, 2003 and
2002, respectively. Repurchased loans are normally sold in subsequent sale
transactions. On an ongoing basis, management monitors the adequacy of this
liability, which is established upon the initial sale of the loans, and is included in
accounts payable, accrued expenses and deposits in the consolidated balance
sheets. In determining the adequacy of the recourse lability, management
considers such factors as known problem loans, underlying collateral values,
historical loan loss experience, assessment of economic conditions and other
appropriate data to identify the risks in the mortgage loans held for sale.

The Company is required, under the terms of its securitizations, to build and/or
maintain overcollateralization (“OC™) to specified levels, using the excess cash



flows received, until specified percentages of the securitized portfolio are attained.
The Company funds the OC account from the proceeds of the sale. Future cash flows
to the residual holder are used to amortize the bonds until a specific percentage of
either the original or current balance is retained, which is specified in the
securitization agreement. The bond holders’ recourse to the Company for credit
losses is limited to the excess cash flows received and the amount of OC held by the
trust. Upon maturity of the bonds, any remaining amounts in the trust are
distributed. The estimated future cash flows to be distributed to the Company are
included as part of the residual valuation and are valued upon distribution from the
OC account. As of April 30, 2003 and 2002, $309,593 and $263,708, respectively, was
maintained in the various OC accounts.

Option One Mortgage Corporation provides a guarantee up to a maximum amount
equal to approximately 10% of the aggregate principal balance of mortgage loans
held by the Trusts before ultimate disposition of the loans by the Trusts. This
guarantee would be called upon in the event adequate proceeds were not available
from the sale of the mortgage loans to satisfy the current or ultimate payment
obligations of the Trusts. No losses have been sustained on this commitment since
its inception. The total principal amount of Trust obligations outstanding as of
April 30, 2003 and 2002 was $2,176,286 and $1,080,047, respectively. The fair value of
mortgage loans held by the Trusts as of April 30, 2003 and 2002 was $2,273,130 and
$1,126,381, respectively.

The Company is required, in the event of non-delivery of customers’ securities
owed to it by other broker-dealers or by its customers, to purchase identical
securities in the open market. Such purchases could result in losses not reflected in
the accompanying consolidated financial statements.

As of April 30, 2003, the Company had pledged securities totaling $39,719, which
satisfied margin deposit requirements of $35,402.

The Company monitors the credit standing of brokers and dealers and customers
with whom it does business. In addition, the Company monitors the market value of
collateral held and the market value of securities receivable from others, and seeks
to obtain additional collateral if insufficient protection against loss exists.

The Company and its subsidiaries have various contingent purchase price
obligations in connection with prior acquisitions. In many cases, contingent
payments to be made in connection with these acquisitions are not subject to a
stated limit. The Company estimates the potential payments (undiscounted) total
approximately $52,290 as of April 30, 2003. The Company’s estimate is based on
current financial conditions. Should actual results differ materially from the
assumptions, the potential payments will differ from the above estimate. Such
payments, if and when paid, would be recorded as additional goodwill.

At April 30, 2003, the Company had a receivable from M&P of $30,976. This amount
is included in receivables in the consolidated balance sheet. Commitments exist to
loan M&P up to the value of their accounts receivable, work-in-process and fixed
assets ($57,149 at April 30, 2003) on a revolving basis through July 31, 2004, subject
to certain termination clauses. This revolving facility bears interest at prime rate plus
four and one-half percent on the outstanding amount and a commitment fee of one-
half percent per annum on the unused portion of the commitment. The loan is fully
secured by the accounts receivable, work-in-process and fixed assets of M&P.

The Company has contractual commitments to fund certain franchises requesting
Franchise Equity Lines of Credit (“FELCs™). The commitment to fund FELCs as of
April 30, 2003 totaled $56,070, with a related receivable balance of $33,341 included

in the consolidated balance sheets. The receivable represents the amount drawn o
the FELCs as of April 30, 2003.

Substantially all of the operations of the Company’s subsidiaries are conducted i
leased premises. Most of the operating leases are for a three-year period wit
renewal options and provide for fixed monthly rentals.

Future minimum lease commitments at April 30, 2003 are as follows:

2004 $ 171,04
2005 131,940
2006 88,413
2007 49,346
2008 26,069
2009 and beyond 55,202

$ 522,011

The Company’s rent expense for fiscal years 2003, 2002 and 2001 aggregate:
$211,721, $190,373 and $177,803, respectively.

The Company and its subsidiaries also routinely enter into contracts that includ
embedded indemnifications that have characteristics similar to guarantees. Othe
guarantees and indemnifications of the Company and its subsidiaries includ
obligations to protect counterparties from losses arising from the following: a) tax
legal and other risks related to the purchase or disposition of businesses; b) penaltie
and interest assessed by Federal and state taxing authorities in connection with ta:
returns prepared for clients; and c¢) third-party claims relating to variou
arrangements in the normal course of business. Typically, there is no state:
maximum payment related to these indemnifications, and the term of indemnitie
may vary and in many cases is limited only by the applicable statute of limitations
The likelihood of any claims being asserted against the Company or its subsidiarie
and the ultimate liability related to any such claims, if any, is difficult to predict. Whil
management cannot provide assurance the Company and its subsidiaries wil
ultimately prevail in the event any such claims are asserted, management believes th:
fair value of these guarantees and indemnifications is not material as of April 3(
2003.

In the regular course of business, the Company is subject to routine examination
by Federal, state and local taxing authorities. In management’s opinion, th
disposition of matters raised by such taxing authorities, if any, in such ta
examinations would not have a material adverse impact on the Company’
consolidated financial statements.

Litigation: In November 2002, the Company and a major franchisee of a subsidiar;
of the Company, reached an agreement with the plaintiff class in the class actiol
lawsuit entitled Ronnie and Nancy Haese, et al. v. H&R Block, Inc. et al., Case Nc
CV96-423, in the District Court of Kleberg County, Texas, related to refun:
anticipation loans (RALs). The settlement provides a five-year package of coupon
class members can use to obtain a variety of tax preparation and tax plannin;
services from the Company’s subsidiaries. The Company's major franchisee, whicl
operates more than half of all H&R Block offices in Texas, will share a portion of the
total settlement cost. As a result, the Company recorded a liability and preta
expense of $41,672, during the second quarter, which, at the time, represented th:
Company’s best estimate of its share of the settlement cost for plaintiff class lega



fees and expenses, tax products and associated mailing expenses. Through April 30,
2003, the Company has recorded an additional lability and pretax expense of $1,837
in connection with this settlement for a total liability and pretax charge of $43,509. In
addition to this lability, the Company would recognize the cost of the tax preparation
coupons as they are redeemed each year. The settlement was approved by the court
as a part of a final judgment entered on June 24, 2003. The court also approved an
award of $49.0 million in attorneys’ fees to class counsel corditioned on payment by
class counsel of $26.0 million of that amount to class members.

The Company has been involved in a number of other putative RAL class action
cases since 1990 and has successfully defended many cases. In order to avoid the
uncertainty of litigation and the diversion of resources and personnel resulting from
the lawsuits, the Company, the lending bank, and the plaintiffs in the case Joel E.
Zawikowski, et al. v. Beneficial National Bank, H&R Block, Inc., et al., Case No. 98-
C-2178 in the United States District Court for Northern Illinois, had agreed to a
settlement class and a settlement of RAl-related claims on a nationwide basis. Under
that settlement, the Company and the lending bank agreed to each pay $12.5 million
toward a $25 million settlement fund for the benefit of the class members. The
settlement was approved by the District Court in February 2001 and the defendants
paid the $25 million into an escrow fund. Certain class members who had objected
to the settlement appealed the order approving the settlement to the Seventh Circuit
Cowrt of Appeals. In April 2002, the Court of Appeals reversed the District Court’s
order approving the settlement and remanded the matter back to the District Court
for further consideration of the faimess and adequacy of the proposed settlement by
a new District Court judge. On April 15, 2003, the District Court judge declined to
approve the $25 million settlement, finding that counsel for the settlement plaintiffs
had been inadequate representatives of the plaintiff class and failed to sustain their
burden of showing that the settlement was fair. The judge appointed new counsel for
the plaintiffs after the conclusion of fiscal year 2003 and named their client, Lynne A.
Carnegie, as lead plaintiff. The new counsel for the plaintiffs have since filed an
amended complaint and a motion for partial summary judgment. The defendants
have requested the release of the escrowed settlement fund. The Company has
recorded a receivable in the amount of its $12.5 miltion share of the settlement fund
in the fourth quarter of fiscal year 2003 and recorded a reserve in such quarter of
$12.5 million consistent with the existing settlement authority of the Board of
Directors. The Company intends to defend the case and the remaining RAL class
action litigation vigorously and there are no assurances that any of the matters will
result in settlements.

The Company and certain of its current and former officers and directors are
named defendants in litigation entitled Pawl White, et al. v. H&R Block, et al.,
Yuchong Smith, et al. v. H&R Block, Inc., et al., Richard J. Rodney, et al. v. H&R
Block, Inc., et al., and Michael F McCormack, et al. v. H&R Block, Inc., et al., Case
Numbers 02CV8965, 02CV9661, 02CVI682 and 02CVIB30, resipectively, pending in the
United States District Court for the Southem District of New York. These matters
were filed in the third quarter of fiscal year 2003. The respective named plaintiffs seek
to represent a class of shareholders who purchased the Company'’s stock between
November 8, 1997 and November 1, 2002, and allege that the defendants violated
Section 10(b)(5) of the Securities Exchange Act of 1934 and Rule 10b-5 promulgated
thereunder by failing to disclose to shareholders various cases in which the Company
had been sued regarding the RAL program, and by failing to set adequate reserves for
those cases. The four securities law cases have all been assigned to the same judge

and consolidated for pre-trial matters. On January 13, 2003, the judge signed an order
relieving the defendants from an obligation to respond to any of the four complaints
until after a consolidated complaint was filed. The consolidated complaint was filed
in March 2003, and the defendants filed a motion to dismiss in April 2003. In response
to defendants’ motion to dismiss, plaintiffs informed defendants that they wished
further to amend their complaint. Defendants consented to the filing of an amended
complaint, and intends to file a motion to dismiss it. The Company believes the
claims in these actions are without merit, and intends to defend them vigorously.

The Company is a named defendant in litigation entitled Armstrong Business
Services, Inc., et al. v. H&R Block, Inc., et al., Case No. 99-CV-206379, pending in the
Circuit Court of Jackson County, Missouri. The action was filed by 24 “major”
franchisees against the Company and certain of its subsidiaries relating to alleged
breaches of contract and other matters. The Company’s subsidiary, HRB Royalty,
Inc., franchisor under the applicable franchise agreements, filed a counterclaim and
subsequently a motion for summary judgment seeking a declaration that HRB
Royalty, Inc. could elect not to renew the major franchise agreements when their
present five-year terms came to an end. Such motion for summary judgment was
granted in March 2001 and the plaintiffs appealed. The Missouri Court of Appeals
ruled in favor of HRB Royalty on December 24, 2002, holding that the provision in the
franchise agreements for automatic renewal will not be held to require the renewal
for additional five-year periods “except upon the mutual assent of the parties.” The
plaintiff major franchisees’ motions to the Missouri Court of Appeals for a rehearing
and for transfer to the Missouri Supreme Court were denied in January 2003, In
February 2003, the plaintiffs applied to the Missouri Supreme Court for transfer of the
case to that Court and such application was denied. HRB Royalty notified the plaintiff
major franchisees in 2000 that it did not intend to renew their franchise agreements
at the expiration of the current renewal terms and that the agreements would
terminate at that time. The renewal dates vary among the franchisees. Pursuant to the
franchise agreements, HRB Royalty must pay a “fair and equitable price” to the
franchisee for franchisee’s franchise business, and such price must be no less than
80% of the franchisee’s revenues for the most recent 12 months ended April 30, plus
the value of equipment and supplies, and certain off-season expenses. The Circuit
Court ruled on May 31, 2003, that major franchise agreements with renewal terms
scheduled to expire prior to July 1, 2003, will expire on July 1, 2003, and other major
franchise agreements will expire as their renewal terms expire comumencing in
Septernber 2003. The Court ordered defendants to pay for the franchise businesses
as provided in the franchise agreements on the applicable dates of expiration. There
is no certainty as to the timing and final cost of acquisition as to any franchise
business.

In Armstrong, plaintiffs’ claims against the Cormpany and its subsidiaries remain in
the trial court. In their second amended petition, the plaintiffs seek in excess of $20
million in actual damages, punitive damages, unspecified statutory damages,
declaratory, injunctive and other relief, including attorneys’ fees under allegations of
breach of contract, breach of the covenant of good faith and fair dealing, unfair
business practices, state anti-trust violations, breach of fiduciary duty, prima facie
tort, violations of various state franchise statutes, fraud and misrepresentation,
waiver and estoppel, ambiguity and reformation, relief with respect to a post-
termination covenant not to compete in the franchise agreements, and a request for
a fair and equitable payment upon nonrenewal of the franchise agreements. The
major franchisees allege, among other things, that the sale of TaxCut income tax



return preparation software and online tax services and the purchase of accounting
firms encroached on their exclusive franchise territories. The defendants believe that
the allegations against them are without merit and continue to defend the case
vigorously. A trial is scheduled for two of the plaintiffs in September 2003.
Management believes that amounts, if any, required to be paid by the Company and
its subsidiaries in the discharge of liabilities or settlements relating to plaintiffs’
claims in this litigation will not have a material adverse effect on the Company’s
consolidated results of operations or financial position.

In addition to the aforementioned cases, the Company and its subsidiaries have
from time to time been party to claims and lawsuits arising out of such subsidiaries’
business operations, including other claims and lawsuits relating to RALs, and claims
and lawsuits concerning the preparation of customers' income tax returns, the
electronic filing of income tax returns, the fees charged customers for various
services, the Peace of Mind guarantee program associated with income tax return
preparation services, relationships with franchisees and contract disputes. Such
lawsuits include actions by individual plaintiffs, as well as cases in which plaintiffs
seek to represent a class of similarly situated customers. The amounts claimed in
these claims and lawsuits are substantial in some instances, and the ultimate liability
with respect to such litigation and claims is difficult to predict. The Company's
management considers these cases to be ordinary, routine litigation incidental to its
business, believes the Company and its subsidiaries have meritorious defenses to
each of them and is defending, or intends to defend, them vigorously. While
management cannot provide assurance the Company and its subsidiaries will
ultimately prevail in each instance, management believes that amounts, if any,
required to be paid by the Company and its subsidiaries in the discharge of liabilities
or settlements will not have a material adverse effect on the Company’s consolidated

results of operations or financial position. Regardless of outcome, claims amn
litigation can adversely affect the Company and its subsidiaries due to defense costs
diversion of management and publicity related to such matters.

It is the Company's policy to accrue for amounts related to legal matters if it i
probable that a liability has been incurred and an amount is reasonably estimable
Many of the various legal proceedings are covered in whole, or in part, by insurance

Risks: Loans to borrowers who do not meet traditional underwriting criteria (nor
prime borrowers) present a higher level of risk of default than federal agency prim:
loans, because of the increased potential for default by borrowers who may hav:
previous credit problems or who do not have any credit history. Loans to non-prim
borrowers also involve additional liquidity risks, as these loans generally have a mor:
limited secondary market than prime loans. The actual rates of delinquencies
foreclosures and losses on loans to non-prime borrowers could be higher unde
adverse economic conditions than those currently experienced in the mortgag
lending industry in general. While the Company believes the underwriting procedure:
and appraisal processes it employs enable it to mitigate certain risks inherent in loan
made to these borrowers, no assurance can be given that such procedures o
processes will afford adequate protection against such risks.

Commitments to fund loans involve, to varying degrees, elements of credit risk anc
interest rate risk in excess of the amount recognized in the financia! statements
Credit risk is mitigated by the Company’s evaluation of the creditworthiness o
potential borrowers on a case-by-case basis.

Risks to the stability of Mortgage Operations include external events impacting ths
asset-backed securities market, such as the level of and fluctuations in interest rates
real estate and other asset values, changes in the securitization market anc
competition.

NOTE 21: SEGMENT INFORMATION

The principal business activity of the Company’s operating subsidiaries is
providing tax and financial services to the general public. Management has
determined the reportable segments identified below according to types of
services offered, geographic locations in which operations are conducted, and
the manner in which operational decisions are made. A majority of the foreign
countries in which subsidiaries of the Company operate, which are individually
immaterial, are included in International Tax Operations. Included below is the
financial information of each segment. The Company operates in the following
reportable segments:

U.S. Tax Operations: This segment is primarily engaged in providing tax return
preparation, filing, and related services to the general public in the United States.
Tax-related service revenues include fees from company-owned tax offices and
royalties from franchised offices. This segment includes the Company’s tax
preparation software - TaxCut® from H&R Block, and other personal productivity
software offered to the general public, and offers online do-it-yourself-tax
preparation, online professional tax review, online tax advice to the general
public through the hrblock.com website and online tax preparation through a tax
professional (whereby the client fills out an online tax organizer and sends it to
a tax professional for preparation). Revenues of this segment are seasonal in
nature.

Mortgage Operations: This segment is primarily engaged in the origination o
non-prime mortgage loans, sales and securitizations of mortgage assets anc
servicing of non-prime loans in the United States. This segment mainly offers
through a network of mortgage brokers, a flexible product line to borrowers whe
are creditworthy but do not meet traditional underwriting criteria. Prim¢
mortgage loan products, as well as the same flexible product line available
through brokers, are offered through some H&R Block Financial Advisor brancl
offices and H&R Block Mortgage Corporation retail offices.

Business Services: This segment is engaged in providing accounting, tax
consulting, payroll, employee benefits and capital markets services to busines:
clients and tax, estate planning, financial planning, wealth management ant
insurance services to individuals. This segment offers services through office:
located throughout the United States. Revenues of this segment are seasonal it
nature.

Investment Services: This segment is primarily engaged in offering investmen
services and securities products through H&R Block Financial Advisors, Inc., ¢
full-service securities broker, to the general public. Investment advice anc
services are offered through H&R Block Financial Advisors branch offices.




International Tax Operations: This segment is primarily engaged in providing
local tax return preparation, filing, and related services to the general public in
Canada, Australia and the United Kingdom. In addition, International Tax
Operations has company-owned and franchise offices in eight countries that
prepare U.S. tax returns for U.S. citizens living abroad. Tax-related service
revenues include fees from company-owned tax offices and royalties from
franchised offices. Revenues of this segment are seasonal in nature.

Corporate Operations: This segment consists primarily of corporate support
departments that provide services to the Company’s operating segments. These

support departments consist of marketing, information technology, facilities,
human resources, executive, legal, finance, government relations and corporate
communications. These support department costs are largely allocated to the
Company's operating segments. The Company’s captive insurance and franchise
financing subsidiaries are also included within this segment.

Identifiable assets: Identifiable assets are those assets, including goodwill and
intangible assets, associated with each reportable segment. The remaining assets
are classified as corporate assets and consist primarily of cash, marketable

securities and equipment.

Information concerning the Company’s operations by reportable segment as of and for the years ended April 30, 2003, 2002 and 2001 is as follows:

2003 2002 2001 2003 2002 2001
REVENUES: CAPITAL EXPENDITURES:
U.S. Tax Operations $1,859,993  $1,830,752  $ 1,622,636 U.S. Tax Operations $ 62,383 § 58683 § 42260
Mortgage Operations 1,200,409 734,890 415,802 Mortgage Operations 38,204 23,087 34,423
Business Services 434,140 416,926 386,168 Business Services 15,248 10,676 9,762
Investment Services 200,794 250,685 472,425 Investment Services 15,562 10,268 3,557
International Tax Operations 85,082 78,710 78,468 International Tax Operations 3,086 4,407 2,328
Corporate Qperations (651) 5,773 5,837 Corporate Operations 16,414 4,654 81
Total revenues $ 3,779,767 $ 3,317,736 $ 2,981,337 Total capital expenditures $ 150,897 $ 111,775 $ 92,411
INCOME BEFORE TAXES: IDENTIFIABLE ASSETS:
U.S. Tax Operations $ 547,078 3 533,468 $ 434,067 U.S. Tax Operations $ 281,340 $ 269476 § 266,383
Mortgage Operations 693,950 339,388 137,992 Mortgage Operations 1,156,830 1,233,925 938,379
Business Services (14,118) 22,716 15,953 Business Services 674,566 665,018 575,998
Investment Services (128,292) (54,862) 9,298 Investment Services 1,489,297 1,656,469 2,011,517
international Tax Operations 10,464 7,093 6,024 International Tax Operations 33,142 47,820 42,627
Corporate Operations (122,005) (130,963) (130,256) Corporate Operations 968,730 358,083 278,801
Income before taxes $ 987,077 % 716840 § 473,078 Total assets $4,603,905 §4,230,791 $ 4,113,705 j
DEPRECIATION AND
AMORTIZATION:
U.S. Tax Operations $ 58,131 $ 59,258 $ 69,891
Mortgage Operations 21,703 14,753 22,813
Business Services 23,134 21,380 38,821
Investment Services 53,984 52,182 67,289
International Tax Operations 3,356 4,854 5,429
Corporate Cperations 1,513 2,949 1,365
161,821 155,386 205,608
Goodwill impairments:
Business Services 11,777 - -
Investment Services 24,000 - -
Total goodwill impairments 35,777 - -
Total depreciation and amortization | $ 197,598 § 155386 § 205,608




NOTE 22: QUARTERLY FINANCIAL DATA (UNAUDITED)

Fiscal 2003 Quarter Ended Fiscal 2002 Quarter Ended
April 30, 2003 Jan. 31,2003  Oct. 31,2002  July 31, 2002 April 30, 2002 Jan. 31,2002 Oct. 31, 2001 July 31, 2001
Revenues $ 1,918,592 $ 958,413 $ 471,396 $ 431,366 $ 1,881,327 $ 733,532 $ 373,896 $ 328,981
Income (loss) before taxes (benefit) 842,294 222,934 (62,245) (15,906) 765,881 49,774 (47,077) (51,738)
Income taxes (benefit) 347,652 90,621 (24,898) {(6,362) 302,297 20,158 (19,066) (20,954)
Net income (loss) $ 494,642 $ 132,313 $ (37,347) $ (9,544) $ 463,584 § 29616 $ (28,011) $ (30,784)
Basic earnings per share:
Net earnings (loss) $ 2.76 $ .74 $ (.21) $ (.05) $ 2.54 $ .16 $ (15) $ (17
Diluted earnings per share:
Net earnings (loss) $ 271 $ .73 $ (.21) $ (.05) $ 2.46 $ .16 $ (15) $ (17

The accumulation of four quarters in fiscal year 2003 and 2002 for earnings per share may not equal the related per share amounts for the years ended April 30, 2003 an
2002 due to the repurchase of treasury shares, the timing of the exercise of stock options, and the antidilutive effect of stock options in the first two quarters.

NOTE 23: CONDENSED CONSOLIDATING FINANCIAL STATEMENTS

Block Financial Corporation (“BFC”) is an indirect, wholly owned subsidiary of
the Company. BFC is the Issuer and the Company is the Guarantor of the $250,000
6%% Senior Notes issued on October 21, 1997 and of the $500,000 8% Senior
Notes issued on April 13, 2000. The Company’s guarantee is full and
unconditional. The following condensed consolidating financial statements
present separate information for BFC, the Company and for the Company’s other

CONDENSED CONSOLIDATING INCOME STATEMENTS

subsidiaries, and should be read in conjunction with the consolidated financi:
statements of the Company.

These condensed consolidating financial statements have been prepared usin
the equity method of accounting. Income of subsidiaries is, therefore, reflected i
the Company’s investment in subsidiaries account. The elimination entrie
eliminate investments in subsidiaries, related stockholder’s equity and othe
intercompany balances and transactions.

H&R Block, Inc. BFC Other Consolidated
Year Ended April 30, 2003 (Guarantor) (Subsidiary Issuer) Subsidiaries Eliminations H&R Block
Total revenues $ - $ 1,601,902 $ 2,179,334 $ (1,469) $ 3,779,767
Expenses:
Compensation and benefits - 405,306 995,867 261 1,401,434
Occupancy and equipment - 73,837 272,123 - 345,960
Interest - 62,294 30,350 - 92,644
Depreciation and amortization - 101,613 95,985 - 197,598
Marketing and advertising - 34,612 116,435 (875) 150,172
Supplies, freight and postage - 21,717 67,031 - 88,748
Other - 276,286 247,518 (835) 522,969
- 975,665 1,825,309 (1,449) 2,799,525
Operating income - 626,237 354,025 (20) 980,242
Other income, net 987,077 - 6,835 (987,077) 6,835
Income before taxes 987,077 626,237 360,860 (987,097) 987,077
Income taxes 407,013 265,079 141,926 (407,005) 407,013
Net income $ 580,064 $ 361,158 $ 218,934 $ (580,092) $ 580,064




H&R Block, Inc. BFC Other Consolidated
Year Ended April 30, 2002 (Guarantor) (Subsidiary Issuer) Subsidiaries Eliminations H&R Block
Total revenues 3 - $1,219,990 $2,112,438 $ (14,692) $ 3,317,736
Expenses:
Compensation and benefits - 334,146 974,622 (63) 1,308,705
Occupancy and equipment - 65,305 240,015 67 305,387
Interest - 100,800 15,341 - 116,141
Depreciation and amortization - 69,497 85,889 - 155,386
Marketing and advertising - 20,642 136,342 (1,255) 155,729
Supplies, freight and postage - 15,000 60,804 (84) 75,710
Other - 313,475 184,993 (13,218) 485,250
- 918,865 1,698,006 (14,563) 2,602,308
Operating income - 301,125 414,432 (129) 715,428
Qther income, net 716,840 (2,028) 3,440 (716,840) 1,412
Income before taxes 716,840 299,097 417,872 (716,969) 716,840
Income taxes 282,435 123,884 158,602 (282,486) 282,435
Net income § 434,405 $ 175213 $ 259,270 $ (434,483) $ 434,405
H&R Block, Inc. BFC Other Consolidated
Year Ended April 80, 2001 (Guarantor) (Subsidiary Issuer) Subsidiaries Eliminations H&R Block
Total revenues $ - $ 1,072,855 $ 1,920,398 $ (11,916) $ 2,981,337
Expenses:
Compensation and benefits - 299,263 893,031 - 1,192,294
Occupancy and equipment - 56,093 227,088 - 283,181
interest - 223,816 18,735 - 242,551
Depreciation and amortization - 30,660 114,948 - 205,608
Marketing and advertising - 30,824 80,606 (457) 110,973
Supplies, freight and postage - 20,949 49,491 - 70,440
Other - 240,474 182,434 (11,684) 411,224
- 962,079 1,566,333 (12,141) 2,516,271
Operating income - 110,776 354,065 225 465,066
Other income, net 480,209 (29) 8,041 (480,209) 8,012
Income before taxes 480,209 110,747 362,106 (479,984) 473,078
Income taxes 199,047 61,814 134,430 (198,961) 186,330
Net income from continuing operations before
change in accounting principle 281,162 48,933 227,676 (281,023) 276,748
Change in accounting principle - 4,414 - - 4,414
Net income $ 281,162 $ 53,347 $ 227,676 $ (281,023) $ 281,162




CONDENSED CONSOLIDATING BALANCE SHEETS

H&R Block, Inc. BFC Other Consolidated
April 30, 2003 (Guarantor) (Subsidiary Issuer) Subsidiaries Eliminations H&R Block
Cash and cash equivalents $ - $ 180,181 $ 695,172 $ - $ 875,353
Cash and cash equivalents - restricted - 420,787 17,455 - 438,242
Receivables from customers, brokers, dealers and
clearing organizations - 517.037 - - 517,037
Receivables 168 171,612 231,417 - 403,197
Intangible assets and goodwill - 491,091 564,989 - 1,056,080
Investment in subsidiaries 3,546,734 215 1,105 (3,546,734) 1,320
Other assets (1,321) 1,019,118 293,930 949 1,312,676
Total assets $ 3,545,581 $ 2,800,041 $ 1,804,068 $ (3,545,785) $ 4,603,905
Accounts payable to customers, brokers and dealers $ - $ 862,694 $ - $ - $ 862,694
Long-term debt - 747,550 74,752 - 822,302
Cther liabilities 2,654 360,125 892,457 (36) 1,255,200
Net intercompany advances 1,879,218 (37,776) (1,841,943) 501 -
Stockholders’ equity 1,663,709 867,448 2,678,802 (3,546,250) 1,663,709
Total liabilities and stockhoiders’ equity $ 3,545,581 $ 2,800,041 $ 1,804,068 $ (3,545,785) $ 4,603,905
H&R Block, Inc. BFC Other Consolidated
April 80, 2002 (Guarantor) (Subsidiary Issuer) Subsidiaries Eliminations H&R Block
Cash and cash equivalents $ - $ 197,959 $ 238,186 $ - $ 436,145
Cash and cash equivalents - restricted - 140,180 11,893 - 152,173
Receivables from customers, brokers, dealers and
clearing organizations - 844,538 - - 844,538
Receivables 151 157,747 210,447 - 368,345
Intangible assets and goodwill - 544,391 562,550 - 1,106,941
Investment in subsidiaries 2,973,936 215 1,609 (2,973,936) 1,824
Other assets - 1,006,531 314,381 (87) 1,320,825
Total assets $ 2,974,087 $ 2,891,561 $ 1,339,166 $(2,974,023) $ 4,230,791
Accounts payable to customers, brokers and dealers $ - $ 903,201 $ - $ - $ 903,201
Long-term debt - 746,900 121,487 - 868,387
Other liabilities 6,032 335,687 748,347 (283) 1,089,783
Net intercompany advances 1,598,635 373,975 (1,972,935) 325 -
Stockholders' equity 1,369,420 531,798 2,442,267 (2,974,065) 1,369,420
Total liabilities and stockholders’ equity $ 2,974,087 $ 2,891,561 $ 1,339,166 $(2,974,023) $ 4,230,791




ONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

H&R Block, Inc. BFC Other Consolidated
ear Ended April 80, 2008 (Guarantor) (Subsidiary Issuer) Subsidiaries Eliminations H&R Block
dct cash provided by operating activities $ 36,560 $ 150,171 $ 504,094 $ - $ 690,825
“ash flows from investing activities:

Purchases of available-for-sale securities - - (14,614) - (14,614)
Maturities of available-for-sale securities - 140,795 - - 140,795
Sales of available-for-sale securities - 142,486 14,081 - 156,567
Purchases of property and equipment, net - (37,999) (112,898) - (150,897)
Payments made for business acquisitions - - (26,408) - (26,408)
Net intercompany advances 280,583 - - (280,583) -
Other, net - (1,480) 21,376 - 19,896
Net cash provided by (used in) investing activities 280,583 243,802 (118,463) (280,583) 125,339
Cash flows from financing activities:
Repayments of notes payable - (9,925,516) - - (9,925,516)
Proceeds from issuance of notes payable - 9,925,516 - - 9,925,516
Payments on acquisition debt - - (57.469) - (57,469)
Dividends paid (125,898) - - - (125,898)
Payments to acquire treasury shares (317,570) - - - (317,570)
Proceeds from issuance of common stock 126,325 . - - 126,325
Net intercompany advances - (411,751) 131,168 280,583 -
Other, net - - (2,344) - (2,344)
Net cash provided by (used in) financing activities (317.143) {411,751) 71,355 280,583 (376,956)
Net increase in cash and cash equivalents - (17,778) 456,986 - 439,208
Cash and cash equivalents at beginning of the year - 197,959 238,186 - 436,145
Cash and cash equivalents at end of the year $ - $ 180,181 $ 695,172 $ - $ 875,353




H&R Block, Inc. BFC Other Consolidated
Year Ended April 30, 2002 (Guarantor)  (Subsidiary Issuer) Subsidiaries Eliminations H&R Block
Net cash provided by operating activities $ 58927 § 357,698 § 324,821 $ - § 741446
Cash flows from investing activities:
Purchases of available-for-sale securities - - (7.241) - (7,241
Maturities of available-for-sale securities - 67,070 8,250 - 75,320
Sales of available-for-sale securities - - 23,173 - 23,173
Purchases of property and equipment, net - (36,434) (75,341) - (111,775)
Payments made for business acquisitions - - (46,738) - (46,738)
Net intercompany advances 324,503 - - (324,503) -
Other, net - (4,069) 12,297 - 8,228
Net cash provided by (used in) investing activities 324,503 26,567 (85,600) (324,503) (59,033)
Cash flows from financing activities:
Repayments of notes payable - (10,622,011) - - (10,622,011)
Proceeds from issuance of notes payable - 10,622,011 - - 10,622,011
Payments on acquisition debt - - (50,594) - (50,594)
Dividends paid (115,725) - - - (115,725)
Payments to acquire treasury shares (462,938) - - - (462,938)
Proceeds from issuance of commaon stock 195,233 - - - 195,233
Net intercompany advances - (268,248) (55,255) 324,503 -
Cther, net - - 140 - 140
Net cash used in financing activities (383,430) (269,248) (105,709) 324,503 (433,884)
Net increase in cash and cash equivalents - 115,017 133,512 - 248,529
Cash and cash equivalents at beginning of the year - 82,942 104,674 - 187.616
Cash and cash equivalents at end of the year $ - $ 197,959 $ 238,186 $ - $ 436,145




H&R Block, Inc. BFC Other Consolidated
Year Ended April 30, 2001 (Guarantor) (Subsidiary Issuer) Subsidiaries Eliminations H&R Block
Net cash provided by (used in) operating activities $ 2,235 $ (237,185) $ 483,301 $ - $ 248,351
Cash flows from investing activities:
Purchases of available-for-sale securities - - (10,636} - (10,636)
Maturities of available-for-sale securities - 16,024 5,500 - 21,524
Sales of available-for-sale securities - 318,620 36,572 - 356,192
Purchases of property and equipment, net - (47,462) (44,949) - (92,411)
Payments made for business acquisitions - - (21,143) - (21,143)
Proceeds from sale of subsidiary - - 23,200 - 23,200
Net intercompany advances 308,656 - - (308,656) -
Other, net - 14,458 (36,427) - (21,969)
Net cash provided by {used in} investing activities 308,656 302,640 (47,883) (308,656) 254,757
Cash flows from financing activities:
Repayments of notes payable - (18,219,741) - - (18,219,741)
Proceeds from issuance of notes payable - 17,935,944 - - 17,835,944
Payments on acquisition debt - - (68,743) - (68,743)
Dividends paid (108,374) - - - (108,374)
Payments to acguire treasury shares (222,895) - - - (222,895)
Proceeds from issuance of common stock 19,550 - - - 19,550
Net intercompany advances - 77,644 (386,300) 308,656 -
Other, net 828 - 1,221 - 2,049
Net cash used in financing activities (310,891) (206,153) (453,822) 308,656 (662,210)
Net decrease in cash and cash equivalents - (140,698) (18,404) - (159,102)
Cash and cash equivalents at beginning of the year - 223,640 123,078 - 346,718
Cash and cash equivalents at end of the year $ - $ 82,942 $ 104674 $ - § 187616




MANAGEMENT REPORT

REPORT OF INDEPENDENT AUDITORS

We at H&R Block are guided by our core values of client focus, excellence,
integrity, respect and teamwork. These values govern the manner in which we
serve clients and each other, and are embedded in the execution and delivery of
our financial reporting responsibilities to our shareholders. To that end, we
maintain a comprehensive system of internal accounting controls designed to
provide reasonable assurance the Company’s assets are safeguarded against
material loss from unauthorized use or disposition, and authorized transactions
are properly recorded. We support an extensive program of internal audits and
require the management teams of our individual subsidiaries to certify their
respective financial information. Appropriate communication programs aimed at
assuring our policies, procedures and principles of business conduct are
understood and practiced by our associates are also an integral part of the
control environment at H&R Block.

PricewaterhouseCoopers LLP audited our 2003, 2002 and 2001 consolidated
financial statements and issued opinions thereon. Their audits were conducted in
accordance with generally accepted auditing standards and included an
objective, independent review and testing of the system of internal controls
necessary to express an opinion on the financial statements.

The Audit Committee of the Board of Directors, composed solely of outside and
independent directors, meets periodically with management, the independent
accountants and the chief internal auditor to review matters relating to the
annual financial statements, internal audit activities, internal accounting controls
and non-audit services provided by the independent accountants. The
independent accountants and the chief internal auditor have full access to the
Audit Committee and meet, both with and without management present, to
discuss the scope and results of their audits, including internal control, audit and
financial matters.

The financial information in this Annual Report, including the consolidated
financial statements, is the responsibility of management. The financial
statements have been prepared in accordance with accounting principles
generally accepted in the United States and, where appropriate, reflect
management’s best estimates and judgments.

Mark A. Ernst
Chairman of the Board, President and Chief Executive Officer

F J. Cotroneo
Senior Vice President and Chief Financial Officer

To the Board of Directors and Shareholders of
H&R Block, Inc.

In our opinion, the accompanying consolidated balance sheets and the relate«
consolidated statements of income, of cash flows and of stockholders’ equit;
appearing on pages 46-75 present fairly, in all material respects, the financia
position of H&R Block, Inc. and its subsidiaries (the “Company”) at April 30, 200
and 2002, and the results of their operations and their cash flows for each of th:
three years in the period ended April 30, 2003 in conformity with accountin;
principles generally accepted in the United States of America. These financia
statements are the responsibility of the Company’s management; ou
responsibility is to express an opinion on these financial statements based on ou
audits. We conducted our audits of these statements in accordance with auditin
standards generally accepted in the United States of America, which require tha
we plan and perform the audit to obtain reasonable assurance about whether th:
financial statements are free of material misstatement. An audit include:
examining, on a test basis, evidence supporting the amounts and disclosures i1
the financial statements, assessing the accounting principles used and significan
estimates made by management, and evaluating the overall financial statemen
presentation. We believe that our audits provide a reasonable basis for ou
opinion.

W LeP

PricewaterhouseCoopers LLP

Kansas City, Missouri
June 10, 2003




FIVE YEARS IN REVIEW

Amounts in thousands, except offices and number of loans originated

Year Ended April 30 2003 2002 2001 2000 1999
NUMBER OF TAX OFFICES:
By country:
United States 9,301 9,015 9,072 9,210 8,923
Canada 910 955 944 966 1,032
Australia 362 362 350 349 347
Other 62 59 84 89 87
10,635 10,391 10,450 10,614 10,389
By type:
Company-owned 6,045 5,794 5,827 5,952 5,695
Franchised 4,590 4,597 4,623 4,662 4,694
10,635 10,391 10,450 10,614 10,389
RETURN AND FEE DATA: ©
Tax preparation fees:
United States $ 1,960,112 $ 1,874,399 $ 1,673,043 $ 1,511,349 $ 1,332,940
Canada 82,006 77,985 76,101 73,193 74,998
Australia 52,892 49,660 47,021 39,463 35,785
Electronic filing fees in the United States $ 196,813 $ 214,751 $ 212,018 $ 205,538 § 201,212
Discounted return fees in Canada $ 28,369 $ 27,024 § 28616 ) 29,020 $ 28,458
Number of returns prepared:
United States® 16,331 16,899 16,442 16,276 15,761
Regular returns in Canada 1,191 1,196 1,220 1,258 1,341
Discounted returns in Canada 531 525 532 547 516
Australia 505 489 486 455 428
Overseas franchises 76 69 54 29 29
18,634 19,178 18,734 18,565 18,075
Clients served:
United States 16,517 17,148 16,883 16,933 16,541
Canada 1,722 1,721 1,752 1,805 1,857
Australia 505 489 486 455 428
Overseas franchises 76 69 54 29 29
18,820 19,427 19,175 19,222 18,855
MORTGAGE DATA:
Number of loans originated:
Wholesale 93,497 74,208 49,805 47,390 27,356
Retail 22,344 15,125 10,254 6,702 5,925
Total 115,841 89,333 60,059 54,092 33,281
Volume of loans originated:
Wholesale $ 13,659,243 $ 9,457,331 $ 5,289,715 $ 4,903,459 $ 2,966,200
Retail 2,918,378 1,995,842 1,235,186 794,202 638,062
Total $ 16,577,621 $ 11,453,173 $ 6,524,901 $ 5,697,661 $ 3,604,262
Loan sales $ 17,225,774 $ 11,440,190 $ 6,009,544 $ 6,080,162 $ 3,488,969

(1) Combined return and fee data from company-owned and franchised offices, in local currency.

(2) Includes returns filed electronically.




FIVE YEARS IN REVIEW

Amounts in thousands

Year Ended April 30 2003 2002 2001 2000 1999
U.S. TAX OPERATIONS:
Revenues:
Tax preparation and related fees $ 1,378,058 $ 1,364,673 $ 1,237,622 $ 1,108,666 $ 965,154
Royalties 163,519 154,780 140,146 128,870 114,902
RAL waiver/participation fees 139,116 159,965 133,710 89,761 90,070
Other 179,300 151,334 111,158 70,178 63,947
1,859,993 1,830,752 1,622,636 1,397.475 1,234,073
Expenses:
Compensation and benefits 577,545 598,355 561,962 517,968 472,443
Occupancy and equipment 207,366 186,998 172,572 173,656 154,082
Depreciation and amortization 39,456 39,871 55,346 55,814 49,381
Bad debt 17,358 38,235 55,391 32,540 56,116
Other 471,190 433,825 343,298 297,505 187,938
1,312,915 1,297,284 1,188,569 1,077,483 919,960
Pretax income $ 547,078 § 533,468 $ 434,067 $ 319,992 $ 314,113
MORTGAGE OPERATIONS:
Revenues:
Gain on sales of mortgage assets $ 775341 $ 456,958 $ 244,789 $ 189,607 $ 130,337
Loan servicing 168,351 147,162 110,222 62,510 38,681
Accretion 145,165 50,583 21,824 25,176 5,793
Interest 108,715 77,277 35,693 76,880 79,367
Other 2,837 2,910 3,274 1,156 1,766
1,200,409 734,890 415,802 355,429 255,944
Expenses:
Compensation and benefits 255,846 181,630 128,683 103,049 64,354
Variable servicing and processing 74,774 86,146 34,620 20,338 14,400
Occupancy and equipment 42,626 30,700 23,683 15,462 10,053
Bad debt 21,364 25,442 16,153 8,808 13,171
Other 111,849 71,584 74,671 119,198 91,217
506,459 395,502 277,810 266,855 193,195
Pretax income $ 693,950 § 339,388 $ 137,992 $ 88,574 $ 62,749
BUSINESS SERVICES:
Revenues:
Accounting, tax and consulting $ 388,494 $ 368,596 § 332,099 $ 277,624 $ 43,853
Other 45,646 48,330 54,069 42,299 3,972
434,140 416,926 386,168 319,923 47,825
Expenses:
Compensation and benefits 292,291 265,960 240,660 182,592 29,903
Occupancy and equipment 24,428 19,957 24,792 28,444 2,815
Other 131,539 108,293 104,763 91,776 7,986
448,258 394,210 370,215 302,812 40,704
Pretax income (loss) $ (14,118) $ 22,716 $ 15,953 $ 17,111 $ 7,121




IVE YEARS IN REVIEW

Amounts in thousands

ear Ended April 30 2003 2002 2001 2000 1999
NVESTMENT SERVICES:
evenues:
Margin interest income $ 37,300 $ 67,849 $ 211,128 $ 83,955 $ -
Commission revenue 86,365 103,976 166,362 125,698 -
Other 77,129 78,860 94,935 58,723 3,989
200,794 250,685 472,425 268,376 3,989
xpenses:
Interest 4,830 14,744 106,265 41,563 -
Commissions 41,748 46,490 68,099 55,327
Compensation and benefits 92,978 93,314 93,592 43,842 -
Occupancy and equipment 30,323 29,106 28,804 12,551 195
Other 159,207 121,893 166,367 73,867 5,417
329,086 305,547 463,127 227,150 5,612
retax income (loss) $ (128,292) $ (54,862) $ 9,298 $ 41,226 $ (1,623)
JTERNATIONAL TAX OPERATIONS:
evenues $ 85,082 $ 78,710 $ 78,469 $ 79,814 $ 73,338
xpenses 74,618 71,617 72,445 74,945 70,824
retax income $ 10,464 3 7,093 $ 6,024 $ 4,869 $ 2,514
‘ORPORATE OPERATIONS:
evenues $ (651) $ 5,773 3 5,837 $ 4,668 $ 4,408
xpenses 123,790 139,833 142,070 74,014 37,975
westment income, net 2,436 3,097 5,977 9,840 32,234
retax loss $ (122,005) § (130,963) $  (130,256) $  (59,506) 3 (1,333)
ONSOLIDATED:
evenues $ 3,779,767 $ 3,317,736 $ 2,981,337 § 2,425,685 $ 1,619,577
Xpenses 2,795,126 2,603,993 2,514,236 2,023,259 1,268,270
westment income, net 2,436 3,097 5,877 9,840 32,234
retax income $ 987,077 $ 716,840 $ 473,078 § 412,266 § 383,541
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Quarter ended 10/31/01 41.10 32.78 16
Quarter ended 1/31/02 46.26 34.48 16
Quarter ended 4/30/02 50.78 39.23 16
2003 FISCAL YEAR:
Quarter ended 7/31/02 $ 48.28 $ 40.00 $ .16
Quarter ended 10/31/02 53.15 37.45 18
Quarter ended 1/31/03 43.05 30.74 .18
Quarter ended 4/30/03 44.35 35.47 18

Traded on the New York Stock Exchange; Ticker Symbol: HRB



1 '_ 8: H&R Bio,c_]_«;s TaxGut sof’cware was selec d as f;he m:tmm?r e

‘:Emtmgﬁstér‘éd broker D —

3P¢SM Mrmco——a—voc‘iuabm:mmwmmuonﬂmuummg mm

7»‘.1L-,u,uiacw udvroll'and herreﬁfs processing firm; and RSN Mp(_,mcgf_-@y_ﬁmrmmg_g es'*

” il @@mm B@@Wﬂ R midlleninvestorcm , '
: ,,@{: %&a ke Ine: wﬂﬂH@@ sl a1t the-HER Block €ty St g @fcm"gmm o @@W@gﬁ :

«N? ]ﬁiﬂ R

, fomﬂm @mlodwﬂiﬁh iﬁb@ mmﬁ@g ond @m@b@m @@mmﬁ@sﬂ@@o n@q@@smm@@u@ e dir @@ Ivester Relattions, & @22@

GO

uded ﬁ@@?ﬂzﬁ @{;’@W@ﬂﬁ@@@ whe- h@w@ @W@@ Mf Wﬁﬁc‘@@ =




H&R BLOCK

H&R Block Inc.
4400 Main Street
Kansas City, MO 64111
816.753.6900
www.hrblock.com



